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NOTE RELATING TO FORWARD-LOOKING STATEMENTS

Statements in this Annual Report on Form 10-X that are not descriptions of historical facts are forward-looking
statements that are subject to risks and uncertainties. These statements and other statements made elsewhere by us or
our representatives, which are identified or qualified by words such as *likely,” *will,” “suggests,” “expects,” *may,”
“helieve,” “could,” “should,” “would,” “anticipates,” “plans” or similar expressions, are based on a number of
assumptions. Actual events or results could differ materially from those currently anticipated due to a2 number of
factors, including those set forth herein and in cur other SEC filings and including, in particular: fuel prices, general
cconomic conditions, the regulation, development and operation of landfills, our ability to manage growth, the
availability and integration of acquisition targets, regulatory permitting processes, the cost of complying with the
Sarbanes-Oxley Act, impairment of goodwill, competition, geographic concentration, weather conditions, and
government regulation. With regard to the proposed going private transaction pursuant to the executed merger
agreement described herein, factors that could cause the merger not to occur or could cause results to otherwise differ
from the results expressed or implied by any forward-looking statements regarding the merger include, but are not
limited to: the occurrence of any event, change or other circumstances that could give rise to the termination of the
merger agreement or the failure of required conditions to close the merger; the outcome of any legal proceedings that
have been or may be instituted against us and others as a result of the proposed merger; the inability to obtain
shareholder approval or the failure to satisfy other conditions to completion of the merger, including the receipt of
certain regulatory approvals; the failure to obtain any contemplated debt or equity financing; risks that the proposed
transaction disrupts current plans and operations and the potential difficulties in employee retention as a result of the
merger; and the potential impact of current unsettled conditions in the credit markets. You are urged to consider
these factors carefully in evaluating the forward-looking statements and are cautioned not to place undue reliance on
such forward-looking statements. The forward-looking statements made herein are only made as of the date of this
report and we undertake no ebligation to publicly update such forward-looking statements to reflect subsequent
events or circumstances.
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PART1

ITEM 1. BUSINESS
Intreduction

Our website address is www.wasteindusiries.com. We make available free of charge through our website our annual
report on Form 10-K, quarterly reports on Form 10-Q. current reports on Form 8-K, and all amendments to those reports as
soon as reasonably practicable after such material is electronically filed with or furnished to the Securities and Exchange
Commission,

Wasle Indusiries USA, Inc. 1s a regional, verlically integrated solid waste services contpany. We provide solid waste
collection, transfer, disposal and recycling services to commercial, industrial and residential customer locations in North
Carolina, South Carolina, Virginia, Tennessee, Mississippi, and Georgia. Our principal operations as of December 3, 2007
consisted of 34 collection operations, 29 transfer stations, approximately 66 county convenience drop-off centers, 12
recycling facilities and nine landfills, serving approximately 875,000 municipal, residential, commercial and industrial
service locations.

The Chairman of the Board of Directors who founded our company in 1970 and our Chiefl Executive Officer are
recognized for their leadership roles throughout the solid waste management industry and trade orpanizations, Our
management team collectively has over 223 years of experience in the solid waste industry and over 154 years with our
company.

Proposed Going Private Transaction

On December |7, 2007, we entered into an agreement and plan of merger with Marlin HoldCo LP, a Delaware Limited
partnership. and its wholly owned subsidiary, Marlin MergeCo Inc., a North Carolina corporation. Pursuant to the terms ol
the merger agreement, Marlin MergeCo will merge with and inte our company, and. as a result, our company will continue as
the surviving corporation and a wholly owned subsidiary of Marlin HoldCo. Marlin HoldCo is owned by an investor group
led by Lonnie C. Poole, Jr.. our founder and Chairman, and Jim W. Perry, our President and Chief Executive Officer, and
financial partners MIP Wasie Holdings, L.P.. an affiliate of Macquarie Infrastructure Partners, and GS Direct, LLC. an
alfiliate of Goldman, Sachs & Co., whom we refer to collectively as the Investor Group.

Upon the completion of the merger, we would cease to be a publicly reporting company and would cease all filings
under the Securities Exchange Act of 1934, as amended..

The merger agreement was unanimously approved by the Special Commuitiee of our Board of Directors that was
appointed by the Board of Directors to consider this matter. The merger agreement was also approved by our Board of
Directors, with Lonnie C. Poole, Jr. and Jim W. Perry abstaining.

Al the elTective time of the merger, each outstanding share of our common stock. other than a portion of the shares
owned by the Investor Group (as discussed in the next paragraph) and by any shareholders who properly exercise dissenters’
rights under North Carolina law. will be cancelled and converted into the right to receive 538.00 in cash, without interest.

A portion of the shares of common stock owned by Lonnie C. Poole, Ir., Iim W, Perry and certain of their family
members and affiliates will not receive the cash merger consideration, butl will instead be exchanged for equity ownership in
HoldCo.

The merger agreement and the transactions contemplated thereby will be submitied to a vote of our shareholders at a
special meeting ol our shareholders. The members of the Investor Group who hold shares of our comman stock, including
Mr. Poole and Mr. Perry and their family members and afTiliates, have entered into a support agreement with the other
members of the Investor Group in which they have agreed 1o vole their shares in [avor of the merger. The vote of the shares
subject to the support agreement is sufficient to approve the merger.

The closing of the merger is condilioned upon the approval of our shareholders, certain regulatory approvals. including
the expiration of the waiting period under the Hart-Scoti-Rodino Antitrust Improvements Act of 1976, which period expired
on February 6. 2008, the exercise of dissenters™ rights by holders ol not more than 10% ol our common stock and other
customary closing conditions. The closing of the merger is not conditioned on the receipt of any financing by the Investor
Group. The Investor Group has received o commitment from Wachovia Bank, HSBC Securities (USA) and HSBC Bank for
up to $455 million in debt financing 1o finance the (ransaction.
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Pursuant to the merger agreement, we may not solicit other proposals subject lo exceptions that permit our Board of
Dyirectors (or the Special Commitlee) to take actions as required by their fiduciary duties to participate in any discussions or
negotiations regarding unsolicited alternative business combination transactions.

The merger agreement containg cerlain termination rights for HoldCo, including if our Board of Directors (or the
Special Commitlee) changes its recommendation 1o the shareholders in response lo a superior proposal as required by iis
liduciary duties under applicable law. The merger agreement also provides that, upon the termination of the merger
agreement, under specified circumstances, we will be required to reimburse Marlin HoldCo [or its reasonable merger
expenses up to $8.75 million and that, under specified circumstances, we will be required to pay Marlin HoldCo a
termination fee of approximately $19.0 million. Additionally, under specified circumstances, Marlin HoldCo will be required
1o pay us a fermination fee of approximalely $29.9 miilion. The members of the Investor Group have severally, but not
jointly, agreed (o guarantee their proportionate liability of any such amounts payable by Marlin HoldCo 10 us pursuant 1o a
limited guarantee. As of December 31, 2007, we had incurred approximately $1.9 million in professional {ees associaled with
this proposed transaction.

We have made customary representations, warranties and covenants in the merger agreement, which generally expire at
the effective time of the merger. Some of these covenants relalte to, and limit our discretion o, take certain aclions or business
decisions without the prior consent of Marlin HoldCo, including, but not limited to:

« declaring or paying any dividend on shares of our common stock;

»  purchasing, selling, morlgaging or otherwise disposing of any properlies or assets having a value in excess of 53
million in the aggregale;

« making any investment or material acquisition of another person or business having a value in excess of 85
million in the aggregate;

« making any capital expenditures nol contemplated by the capital expenditure budget having an aggregate value in
excess of $5 million [or any 12 consecutive month period,;

« ipcurring, assuming, guaranteeing, or becoming obligated with respect to, any debt, which, when taken together
with all our other debt would result in indebtedness greater than S180 million in the aggregate outstanding at any
given time (excluding intercompany debt);

¢« entering into, renewing, extending, amending or terminating any contract which il entered into prior to the date
ol the merger would be a material contract, other than any contract relating to indebtedness that would not be
prohibited in the merger agreement, or any contracts not in the ordinary course, involving the commitment or
transfer of value in excess of 85 million in the aggregate in any year; or

« waiving. releasing. assigning, setiling or compromising any claim, action or proceeding, other than waivers,
releases, assignments, settlements or compromises that involve only the payment of monelary damages not in
excess of S1 million in the aggregate, or otherwise paying. discharging or satis{ying any claims, liabilities or
obligations in excess of such amount, in each case, other than in the ordinary course consistent with past practice.

The discussion in this report of our business, operations, strategy, plans, {inancing and other matlers is based on, and
assumes, our continued existence as a publicly held company, and is qualified i all respects by the terms of the proposed
going private transaction and the limilations imposed by the merger agreement on our ability to take certain actions while the
merger is pending. These constraints on our business could significantly impact our operations and business stralegy as
discussed in this report prior o the consummation of the proposed merger or the termination of the merger agreement.

In addition, il the proposed merger is consummated, our business, operations, strategy, plans. financing and other
mallers as described in this report will no longer be subject to oversight by our current board of directors and may dilter
malterially from the description ol these maiters in this report.

The full text of the merger agreement may be found as an exhibit to our Securities Exchange Act filings. Please see
ltent 15 — “Exhibits and Financial Statement Schedules™ for the reference cite to the merger agreement.

Industry Overview
In the last 15 vears, the solid waste collection and disposal industry has undergone a period ol significant consolidation
and integration. We believe that this consolidation and integration has been caused primarily by:
« increasingly stringent environmental regulation and enforcement resulting in increased capital
requirements for collection companies and landfill operators:

«  the ability of larger integrated operators (o achieve certain economies of scale:




+  the increased integration of collection, transfer, disposal and recyeling capabilities; and

+  the continued privatization of solid waste collection and disposal services by municipalities and other
governmental bodies and authorities.

Despite the considerable consolidation and integration that has occurred in the solid waste indusiry in recent years, we
belicve, based on our experience in the industry, that the industry remains primarily regional in nature due to the localized
nature of collecting and disposing of waste and highly fragmented due to the many small competitors in many markets.

The increasingly stringent industry regulations, such as the Subtitie D regulations of the Environmental Protection
Agency, or EPA, have resulled in rising operating and capital costs and have caused the consolidation and acquisition
activities in the solid waste collection and disposal industry in the last 15 years. Many of the smaller industry parlicipanis
have found these costs dilficult to bear and have decided 1o either close their operations or sell them o larger operators. In
addition, Subtitle D requires more stringent engineering of solid waste landfills including liners, leachate collection and
monitoring and gas collection and monitoring. These ongoing costs are coupled with increased financial reserves [rom solid
waste land[ill operators for closure and post-closure monitoring. As a result, we believe, based on our market research, the
number of solid waste landlills is declining while the size of solid waste landfills is increasing.

[n many markels in which we operate or intend to expand, competilive pressures are forcing operators to become more
efficient by establishing an integrated network of solid waste collection operations and transfer stations, through which they
secure solid waste streams for disposal. Operators have adopted a variety ol disposal strategies, including owning landfills.
establishing strategic relationships 1o secure access (o landfills. or by otherwise capturing significant wasie stream volumes 1o
gain leverage in negotiating lower landfill fees and securing long-term contracts with high capacity landfills on most [avored
pricing lerms.

in the Southeastern U.S. solid waste market, which is our market, city and county governments have historically
provided a variety of solid waste services using their own personnel. Over time, many municipalities have opled to privatize
or contract out their collection and disposal services to the private sector. Landfills, transfer stations and incinerators localed
in our market area are predominantly municipally owned. The Southeastern market has been and is currently undergoing
significant economic and population growth. Several states in the Southeastern U.S. exceed the national average in terms of
economic growth as measured by gains in jobs, personal income and population.

‘There is an increasing trend at the state and local levels to encourage waste reduction at the source and to prohibit the
disposal of certain types of wastes, such as yard wastes and recyclable materials, at land[ills, For example. North Carolina,
South Carolina and Virginia have cach established quantifiable goals and time frames to reduce the solid waste disposed of in
their respective landfills. We believe. based on our experience in the industry. that these trends and laws have created
significant opportunities for solid waste services companies (o provide additional recycling services lo generators ol solid
waste who are not otherwise able 10 dispose of such waste.

Strategy

Our objective is 1o build the premier solid waste services company in the Southeastern U.S. by expanding our
operations and capitalizing on our strong market presence. Our stralegy for achieving this objective is:

+ to gencrate internal growth by adding customers and services to our exisling operations;

+ 1o acquire solid waste collection companies, customers and, under appropriate circumstances, landlills in
existing and new areas of our target market; and

« o increase operating efficiencies and enhance profitability in our existing and acquired operations.

We intend to implement this strategy primarily through interal growth supplemented by tuck-in acquisitions in our
existing markets. We continue to examine opportunities to expand our presence in new and existing markets in the
Southeastern U.S. There can be no assurance that we will be able to identify suitable acquisition candidates or, if identilied.
successTully negotiate their acquisition. Il we fail to implement successully our acquisition strategy, our growth potential
will be hmited.

Internal Growth

I order to continue 10 achieve internal growth, we intend to focus on increasing sales penetration in current and
adjacent market areas, marketing upgrades or additional services (such as on-site solid wasie compaction) 1o existing
customers and implementing selective price increases. We strive (0 be the lirst or second largest provider, in terms of markel
share. of waste services in the majority of the markets in which we operate. Current levels of population growth and
economic development in the Southeastern LS. and our strong market presence should provide an opportunity [or us o
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increase revenues and market share in our region. As customers are added in existing markets, our density is improved, which
should increase our collection efliciencies and profitability. At December 31, 2007, we had an approximately 42-person sales
force dedicated to maintaining and increasing our sales 1o new and existing commercial, industrial, municipal and residential

customers.

An imporlant part ol our internal growth strategy is to operate transfer stations strategically located throughout our
geographic area (0 improve our consolidation of collected solid waste and permit us 1o deliver the collected solid waste to
Jandfills where we have negoliated favorable volume rates with landfill operators or 10 dispose of it al siles we own. At
December 31, 2007, we operated 29 transler stations, 11 of which we own. By operaling transfer stalions, we engage in direct
communication with municipalities that own the transfer stations regarding waste disposal services, better positioning us to
gain additional business in our markets in the event any of these municipalities privatize their solid waste operations. To the
exient we are unable lo operate existing (ransfer stations owned by municipalilies, we would consider constructing our own

transfer station,

Expansion Through Acquisitions
Qur strategy [or growih includes:

¢ “tuck-in" and other acquisitions of solid waste collection companies and customers in existing and
adjacent markels;

«  the acquisition of solid waste collection companies and customers in new markets; and

«  the acquisition of landfills in certain circumstances.

We seek 1o acquire companies with a significant market presence, high service standards and an experienced
g
managemenl team willing to remain with our company.

Based on our markel research, we believe that numerous “tuck-in” acquisition opporiunities exist within our current
markel area. A “tuck-in" acquisition refers 1o an acquisition in which we acquire a sohid waste collection company, a division
of a company or customer routes of a company located in our existing market area, and infegrate the acquired operations or
customers into the operations of one of our existing branch facilities. These acquisitions have become an integral part ol the
industry compeltitive model due 1o the efficiencies mvolved. Such acquisitions, if consummated, provide us with
opportunities to improve market share and route density.

AsS we enter new markets through acquisitions, we intend 1o continue to implement a regional expansion strategy. The
regional expansion strategy provides us with a base of operations 1o grow internally through price increases, providing
additional services o existing customers, adding new private and public customers as well as tuck-in acquisitions. We can
then expand our presence in the targeted region by adding solid waste collection and transler operations in regional markets
adjacent to or contiguous with the new location. Because our goal is to increase the scale of our operations through internal
growth and through the acquisition of other solid waste businesses, we might experience periods of rapid growth with
significantly increased stafling requirements. Such growth, i it were to oceur, could place a aignificant strain on our
management and on our operational, financial and other resources. Our ability (o maintain and manage our prowth eflectively
will require us to expand our management information systems capabilities and improve our operational and [inancial
systems and controls. Moreover, we will need 1o altract, train, motivale, retain and manage our senior managers, technical
professionals and other employees. Any failure o expand our management information systems capabilities and our
operational and {inancial systems and controls or 1o recruit appropriate additional personnel in an efficient manner at a pace
consistent with any business growth we may experience would have a material adverse elfect on our operations.

The consolidation and integration activity in the solid waste industry, which peaked in the 1990°s, as well as the
difficulties, uncertainties and expenses relating 1o the development and permitting of solid waste landfills and transfer
stalions, has increased competition lor the acquisition ol existing solid waste collection, transfer and disposal operations.
Increased competition for acquisition candidates as well as less advantageous acquisition terms, including increased purchase
prices, might result in fewer acquisition opportunities being available (o us. These circumstances might increase acquisition
costs 1o levels beyond our financial capability or pricing parameters. Such circumstances might have an adverse effect on our
results of operations, Many of our competitors for acquisitions are larger, better known companies that possess significantly
greater resources than we have, We alse believe, based on our experience. that a signilicant factor n our ability o
consummate acquisitions will be the relative altractiveness ol shares ol our common stock as an investment instrument to
polential acquisition candidates. This attractiveness will, in large part, be dependent upon the relative market price and capital
appreciation prospects of our common stock compared to the equity securities ol our compeltitors.

[nn the past several vears. we have been and expect to continue 1o be actively engaged in identifying solid waste landill
acquisition candidates in the Southeastern U.S.. although the number of candidates is limited 1 our current market area.
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Based on our experience in the industry, we believe that the successful acquisition of landfills will provide us with
opportunities to integrate vertically our collection, transfer and disposal operations while improving operating margins.
Generally, we will evaluate a landfil] target by determining, among other things, whether access to the landfill is
economically feasible from our existing market areas either directly or through strategically located transfer stations,
expected landfill life, the potential for landfill expansion, and current disposal costs compared with the cost to acquire the
landfill. In addition, where the acquisition of a land{ili site is either not available or not economically feasible, we seek 1o
enler into long-term disposal contracts with facilities that are localed in proximity 1o our market areas.

Acquisition Program

From 1990 through December 31, 2007, we acquired, either by merger or assel purchase, 115 solid waste collection or
disposal operations, with nine being acquired in 2007, eight being acquired in 2006 and fourteen being acquired in 2005, We
have developed a set of financial, geographic and management criteria designed to assist management in the evaluation of
acquisition candidates engaged in solid waste collection and disposal. These criteria evaluate a variety of factors, including,
but not limited to:

«  lhistorical and projected financial perlormance;
+  internal rate ol return, return on assets and return on revenue;

«  experience and reputation of the candidate’s management and customer service repulation and relationships with
the local communities;

+  composition and size of the candidate’s customer base:

«  whether the geographic location of the candidate will enhance or expand our markel area or ability to attract
other acquisition candidates;

- whether the acquisition will augment or increase our markel sharc or help protect our existing customer
base;
+  any synergies anticipated to be gained by combining the acquisition candidate with our existing operations; and

«  actual and contingent liabilities of the candidate.

We have an established integration procedure for newly acquired companies designed 1o effect a prompt and efficient
integration ol the acquired business while minimizing disruption to our ongoing business and that of the acquired business.
Once a solid waste collection operation is acquired, programs designed 1o improve collection and disposal rouling. equipment
maintenance and utilization, employee productivity, operating efficiencies and overall profitability are implemented. To
improve an acquired business’ operational productivity, administrative efliciency and profitability, we apply the same
benchmarking programs and systems to the acquired business as are employed at our exisling operations. We also solicit new
commercial, indusirial and residential customers in areas within and surrounding the markets served by the acquired
collection operations as a means of further improving operating efficiencies and increasing the volumes of solid waste
collected by the acquired operation. We typically attempt to retain the acquired company s management and key employees
and consolidate administrative and management information systems through our corporate offices.

Prior to completing an acquisition, we perform extensive environmental, operational, engineering, legal, human
resource and financial due diligence. All acquisitions are subject 1o initial evaluation and approval by our management before
being recommended to our Board of Directors. See Note 2 in our Notes 1o Consolidated Financial Statements for discussion
of our acquisition and disposition activity.

Operating Enhancements

We have implemented advanced management information systems. financial controls, shared support services and
benchmarking systems designed 1o improve the productivity, efliciency and profitability of our existing and acquired
operations. Each branch facility has on-line real time access to our {inancial, operating. cost and customer information. This
access enables our managers to evaluate continuously our perlormance record and 1o estublish benchmarks in all phases ol
our operations. Management utilizes these systems to:

« improve collection and transportation efficiencies:
«  enhance equipment and personnel utilization;
«  reduce equipment acquisition and maintenance costs:

+  reduce disposal costs by maximizing waste streams directed to lower cosl land(lls:

«  monitor and collect customer accounts on o timely basis: and




= provide current information 1o our sales force to ensure properly structured pricing for new cusiomers.

Through the utilization ol our syslems and controls, we will continue to manage our landfill disposal costs and to
negotiale long-term disposal contracts with Subtitle D landfill operators. In addition, we have developed an extensive
network of transfer stations that we use to consolidate wasle streams 10 gain greater leverage in negotialing landfill disposal
fees. As of December 31, 2007, 42% of our waste volume was directed through transfer stations owned or operated by us.

Contracts Program

We currently have 258 municipal contracls that represent approximately $98.9 million of revenue on an annualized
basis. In most cases, only larger disposal services companies such as us are financially acceptable to the municipality.
Historicalty, in the Southeastern U.S., city and county governments have provided a variety of solid waste services using
their own personnel. Over time, many municipalities have opted to privalize or coniract out their collection and disposal
services {o the private seclor. Typically, these conlracts are competitively bid and have initial terms of one to five years. In
bidding for large contracis, our management ieam draws on ils experience in the waste industry and its knowledge of local
service areas in existing and target markels. We engage in extensive due diligence using our advanced management
information systems and productlivily and cost modeling analyses to respond (o requests [or proposals to provide services.
Our regional managers are responsible {or managing the relationships with local governmental officials within their
respective service area and sales representatives may be assigned specific municipalities for coverage. We may be required to
bid for renewal of a contract previously awarded 1o us, or in certain cases lo renegotiate the contract as a result of changed
markel conditions. While longer-term contracts can provide more consistent cash flow, increases in the cost of fuel and other
operaling costs during the contract’s term could reduce the contract’s profitability. To minimize this risk, we generally
include price increases in our longer-term contracts. However, our ability 10 pass on price increases is somelimes limited by
the terms of our contracts. Long-term solid waste collection contracts typically contain a formula, generally based on a
predetermined published price index such as the Consumer Price Index, for automatic adjustment of fees, generally, on an
annual basis, to cover increases in some, but not all, operating costs, These fee increases are recognized as revenue when
earned (as the service is provided).

During 2007, we nel increased our municipal contract base by 4.3% to 238 customers. No single customer of ours
accounted for more than 5% of our revenues in 2005, 20006, or 2007, We do not believe that the loss of any single customer
would have a malerial adverse effect on our results of operations.

Services
Conunercial, Industrial and Residential Waste Services

We provide commercial and industrial collection and disposal services under one-yeur lo [ive-year service agreements,
typically. Fees are determined by such factors as collection {requency, level of service, route density, the type, volume and
weight of the waste collecied, the type of equipment and containers furnished, the distance to the disposal or processing
facility, the cost of disposal or processing and prices charged in our markets for similar service. Collection of larger volumes
associated with commercial and industrial waste streams generally helps improve our operating efficiencies and, through
consolidation of these volumes, we generally can negotiate more [avorable disposal prices. Our commercial and industrial
customers utilize portable containers lor storage thereby enabling us to service many customers with fewer collection
vehicles. Commercial and industrial collection vehicles normally require one operator. We provide two to eight cubic yard
containers o commercial customers and 10 1o 42 cubic yard containers to industrial customers. As a part of the services we
provide under our wasle services contract, we install, for an additional fee, stationary compactors that compact waste prior to
collection on the premises of a substantial number of large volume customers. We do not believe that any single commercial
or industrial contract is individually material to our results of operations.

Our residential solid waste collection and disposal services are performed either on a subscription basis with individual
households. or under contracts with municipalities, homeowners associalions, apariment owners or mobile home park
operators. Municipal contracts grant us the right 1o service all or a portion of the residences in a specified community or to
provide a central repository for residential waste drop-off. Municipal contracts in our market areas are typically awarded on a
competitive bid basis and thereafler on a bid or negotiated basis and usually range in duration from one to five years,
Residential contract fees are based primarily on route density. the [requeney and level ol service, the distance 10 the disposal
or processing lacility. the cost of disposal or processing and prices charged in that market {or similar service, Municipal
collection fees are paid either by the municipalities {rom tax revenues or through direct service charpes (o the residents
receiving the service. We do not believe that any single municipal or other residential contract is individuatly matenal to our
results ol operations.




Transfer Station Services

The 29 transfer stations we operated at December 31, 2007 receive, compact and transfer solid waste to larger vehicles
for transport to landfills. We believe that transfer stations benefit us by:

»  providing access to multiple landfills;
* improving utilization of collection personnel and equipmeni;
+  concenlraling the waste stream lo gain leverage in negotiating more favorable disposal rales; and

*  building relationships with municipalities that can lead to opportunities for additional business in the
future.

Depending on the location, size and local regulatory environment, fransfer stations can be constructed [or as little as
S150,000 for a small rural facility or as much as $1.5 million or more for larger sites. We believe that we have obtained all
permils and authorizations necessary Lo operate our existing transler stations and that each ol our existing transler stations has
been operated in compliance in all material respects with applicable environmental regulations.

At December 31, 2007, we owned 11 of the transfer stations we operated, and operate the remaining 18 transler
slations pursuant to operating agreemenls. We gencrally receive a fixed monthly operating fee for our services under these
agreements, logether with a variable fee based upon the number of hauls made by us {rom the station. At December 31, 2007,
approximately 41.8% of wasle direcled to the transfer stations we operated was delivered by third parties, who pay us a fee
based on the tonnage delivered. Control of these third-party waste streams coupled with our waste stream adds to our
bargaining power in our negotiations [or favorable solid waste disposal rates with landill operators.

Since 2005, we have owtsourced the majority of our transportation services related to transfer station operations. We
believe outsourcing these operations reduces capital expenditures, improves maintenance capacity for other core services.
reduces ownership costs, such as insurance, fuel, labor and maintenance costs, and improves the aging of our remaining
transfer fleet.

Landfills

At December 31, 2007, we owned eight solid wasle landfills. and operated. but did not own, one landfill under a life-
of-site operating contract. We are responsible Tor all final capping, closure and post-closure liabilities for these nine land[ills.
Additionally, in June 2006 we signed an agreement with Wake County, North Carolina lo design, construct and operale a
solid waste land{ill under a 23-year operating agreement. Wake County is the owner ol the property and permit and is
responsible for al} final capping, closure and post-closure liabilities. Wake County is responsible for billing and collecting
from customers and pays us an operating {ee based on tonnage received at the landfill. The landfill became operational in
February 2008, As ol December 31, 2007, the coslis related 1o this contract 1otaled approximately 56.7 million and are
included in property, plant, and equipment on our consolidated balance sheets.

Our landiill Tacilities are designed and operated to meet {ederal, state and local regulations in all material respects and
we believe each of our landfill sites is in compliance with current applicable state and federal Subtitle D regulations in all
malerial respects. None of our landfills are permitied 1o accepl hazardous waste.

Recyeling Services

Recveling involves the removal of reusable materials from the waste stream for processing and sale in various
applications. Based on our experience in the industry. we believe that recycling will conlinue to be an important component
of local and state solid waste management plans as a result of the public's increasing environmental awareness and expanding
regulations mandating or encouraging waste recycling. We offer commercial, industrial and residential customers recveling
for ofTice paper, cardboard. newspaper, aluminunt and steed cans, plastic, glass, pallets and yard waste. At December 31.
2007, we operated approximately 66 convenience sites where residents can dispose of recyclables. In 2007, less than 2.0% of
our revenues represented recyeling services. We do not believe that our recycling services revenue 1s malerial, nor do we
currently expect this revenue stream to be malterial o our results from operations, cash flows or capital expenditures in the
foreseeable Nuture.

Through a centralized effort, we resell recycled waste products using conmercially reasonable practices and seek Lo
manage commodity-pricing risk by spreading the risk among our customers. These commodities are delivered either to third-
party processing facilities in exchange lor a fee or 1o one of {ive facilities operated by us for processing prior o resale. The
resale prices of, and demand Lor. recyelable commaodities. particularly wastepaper, can be volatile and subject 1o changing
market conditions,
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Convertience Sites and Other Specialized Services

In 1982, we developed the concepl of a convenience site in response lo increasing volumes of waste dumped randomly
in rural areas, Each site typically consists ol a ramp for easy disposal access, a trash compacior and trash and recycling
containers. Most siles have posted operating hours during which our personnel assist residents with the deposit of waste and
recyclables while monitoring the types of waste deposited at the siles. Because these convenience sites reduce the amount of
trash dumped along roads and in recreational areas, we believe that county and local governments will contract for these sites
to be strategically located, At December 31, 2007, we operated approximately 66 convenience sites localed in nine counties
in our market area,

In addition, we have increased our efforts to win additional contracts to manage comprehensive disposal services for
large corporations and municipalities. For example, after thorough review and evaluation, we may provide a lump sum quote
for handling all the waste in a company’s facility. This would include separating at the source various wasles into
commaodities for resale and non-recyclables for disposal. The process ol sorting at the source, processing (hrough a
compaction systen and scheduling wasle and recyclable removals only when the containers are full reduces our cost and
increases our operating efficiency. Furthermore, confidential documents can be controlled throughout the process and
destroyed 1o the customer’s satisfaction.

Operations
Branch Facility Structure

Based on our experience in the industry, we believe that a branch facility structure enables some decision-making
authority to remain close to the customer and enables us to identify customers’ needs quickly and implement cost-effective
solutions. Furthermore, we believe that it provides a low-overhead, highly eflicient operational siructure that allows us Lo
branch into geographically contiguous markels and operate in small communities that larger competitors might not find
attractive. Based on our experience in the industry, we believe that branch facilities provide us with a strategic competitive
advantage given the relatively rural nature of the Southeastern U.S,

We deliver our waste services {rom branch locations in contiguous service areas, which permits our branch facilities to
provide back-up services and support to one another. Each manager of a branch facility has some decision-making authority
for the local market area, primarily with pricing. although monitored by corporale management to ensure that company-wide
goals are attained.

Our managerial philosophy centers on the principle that customers’ needs can best be served at the local level by a staff’
of well-trained personnel led by a branch manager. Each branch manager is responsible for implementing sales programs,
maintaining service quality, promolting safety in the branch’s operations and overseeing the day-to-day operations for the
branch. including contract administration, Branch managers also assist division managers in dentifying potential acquisition
candidates. Frequently. the branch manager is also the branch facility’s sales manager; but in larger market areas, branch
facilities will have one or more sales persons. Branch managers are compensated based on the performance of their branch.
Each branch manager reports 1o a division vice president, who reports 1o our chiel operating officer.

In addition to delivering our services, branch staff responsibilities include selting up cuslomer accounts, answering
customer questions, processing accounts payable and maintaining payroll and personnel information. Maintenance support
for collection equipment is also provided at the branch facility. The lacility size, number ol maintenance personnel and
capabilities are determined by the number of vehicles operated and the type of services provided within the branch facility’s
market area.

On a monthly basis, the corporate and/or division officers meet with each branch manager to discuss and evaluate the
branch operations. This evaluation is conducted through the use of flash reports on a weekly basis at the branch and division
levels. Flash reports highlight key operating data such as employee-hours, overlime hours. truck hours, revenues and
extraordinary costs. These meelings are oriented to identifving trends, opportunities and strategies m the branch facility's
proximate geographic area. Using a decentralized approach. but with strong division and corporale monitoring and strict
budgetary and operating guidelines and quality control standards, each branch manager has the authority to exercise some
discretion in business decisions. Our management information systems provide corporate management timely oversight of
branch performance.

Information Technologies
A cornerstone ol our desire to deliver responsive and cost-effective waste services is our management information
syslems network. Many of our information svstems. controls and services are designed to assist branch facilities” personnel in
making decisions based upon centradized inlormation. Financial control 18 maimtained through personnel, fiscal and
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accounting policies that are established at the corporate level for implementation at the branch locations. Qur systems allow
{or centralized billing and collection through a lock-boex system, thus enhancing cash management. This infonnation system
links our IBM AS/400 computer to each branch using the Internet that allows each branch on-line, real-ime financial,
productivity, maintenance and customer information.

Support Services

Our Support Services Teams provide our branch operations with significant assistance in maintaining exisling
customers, winning new customers and integrating newly acquired operations. These services consist of:

Risk Management Services:

«  Claims Managemen{
«  Safety Policy and Procedures Manual

+  Safety Training Programs

= Facility Inspection

»  Accident Investigation

= Safety Award Programs

»  Sile Specific Safety Awareness Programs
»  Heads up the Corporale Safety Committee

«  Emergency Task Force for Natural Disaster Response

Productivity Improvement Services:
»  Route Optimization Tools
«  Global Information System Routing Tools

+  Route Planning Protocol that maximize truck utilization

Centralized Purchasing and Asset Control lor:
+  Collection and Support Vehicles
»  Conlainers

»  Licensing

Centralized Purchasing Negotiations for:
*  Tires
*  Lubricanis
«  High Volume Parts and Supplies

+  Office and Shop Supplies

Acquisition Due Diligence and Integration Support:

+  Data Management and Custoimer Account Data Integration

Maintenance and Corporate Identity Program Implementation
+  Roule Integration
«  Employee Benefits and Related Human Resource Services

s Customer Account Profitability Analysis

Centralized Maintenance Support in order to:
«  Standardize vehicle and heavy equipment maintenance procedure
- Establish standards [or truck and heavy equipment rebuilds

+  Provide suidance and approval for truck and heavy equipment rebuilds

+  Manage our compactor rebuild lacility




*  Head up the Corporale Mainlenance Council that establishes and rolls out “Best Maintenance Practices™.

Disposal Management

We manage our disposal cost by maximizing the use of our own disposal siles whenever economically viable, by
negotialing {avorable disposal rates with third parties based on voluime commitments, by a network of transfer stations that
provide us with more {inal disposal options and a disciplined transfer station and landfill development program designed to
improve our [uture internalization rates and reduce our cost of disposal.

We use our network of transfer stations to consolidate waste from local collection vehicles and ship the consolidated
wasle in tractor/trailer loads to our landfills, thereby internalizing the waste. In some markets, our transfer stations ship 1o
third party dispoesal facilities, but penerally only when we have either negotiated favorable long-term disposal rates with these
facilities or the disposal rales generally are the sane {or all users.

In general, there is no shortage of potential land{ill space in the Southeast. There is, however, a need {or additional
landfill disposal capacily in some very specific Southeast markets. To address these opportunities, we may acquire existing
tandfills, we may develop landfills, or we may partner with an experienced landfill operator for the acquisitien, development
or assumplion of the operation of additional landfills. Generally, we would pursue such arrangements in our market area if’
we believe that ownership or operation of a landfill would provide cost benefits and create shareholder value.

Most Southeast markets have surplus land{ill capacity. In these markets, landfill operators are aggressively soliciting
solid wasle volumes to ensure cash [lows sufficient lo support ongoing land{ill operating and construclion cosl. In these
markets, we will conlinue o use our traditional system of consolidating waste and negotialing [avorable disposal rales unless
we believe that ownership or operation ol a landfill would provide cost benelits and create shareholder value.

In some of our markets, we rely on municipally owned waste-to-energy plants for the disposal of our solid wasie. [n
these markets, disposal cost is the same for all users; as a result, no one has a competitive edge when it comes to the cost of
disposal.

Recveling, composting and waste reduction continue to play a role as alternate disposal methods. State and local
governments have mandated specilic rules and regulations lor the recveling ol construction and demolition wasle, residential
recyclables, used tires and yard waste. In some Jurisdictions, materials such as yard waste and cardboard have been banned
for landfill disposal, and yard wastle must be disposed of at a composting or yard waste facility and cardboard at a recycling
center. Where applicable, we have adjusted our collection and disposal operations 1o be in compliance.

Landfill Capping, Closure and Post-Closure Costs

We have financial obligations relating to capping, closure and post-closure costs for the landll sites we own and
operate, exceplt for the Wake County Landfill in North Carolina which we operate bul are not contractually responsible for
zapping., closure and post-closure costs. Our obligations for these cosls will increase if we decide 1o develop or acquire
additional landfill sites in the future,

Landfill capping. closure and post-closure costs include estimated costs 1o be incwrred for final closure of Tand{ills and
estimated costs tor providing required post-closure monitoring and maintenance of tandiills. We estimate these fulure cosl
requirements based on our interpretation ol the technical standards of the Environmental Protection Agency’s Subtitle D
Regulations. Our estimate ol these costs considers when the costs would actually be paid and factor in inflation and discount
rales. We provide accruals for these [uture costs (generally lor a term ol 30 years aller 1nal closure of any landfill), and will
provide additional accruals for these and other landfills we might acquire or develop in the [uture, based on engineering
estimales of consumption of airspace over the uselul lives of such lacilities. While the precise amounts of these future
obligations cannol be determined. we paid $0.2 million in 2007 and. at December 31, 2007, we estimale total landfill closure
and post-closure costs of approximalely 7.9 million for the atrspace consumed to date. There can be no assurance that our
ultimate financial obligations lor actual closure or post-closure costs will not exceed the amount accrued and reserved or
mmounts otherwise receivable pursuant 1o insurance policies or trust [unds. Such a circumstance could have a malterial
adverse effect on our [inancial condilion and results of operations.

Marketing and Sales

We market our services locally through our regional and branch managers and approximately 42 direct sules
representatives who focus on commercial. ndustnial and residential customers. In addition to traditional methods of obtaining
customers through cold calls. referrals, vellow page and other local market print advertising and overall market reputation,
we [ocus on new account sales through an indegrated prospect data base system which targets new account development.
Some branch Tocations have dedicated sales representatives that market residential services. We engage n direct mail
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campaigns and door-to-door marketing and work with real estate agents and developers to sell services to new developments.
Addli)[io%]al]y we attend and make preseniations at municipal and state conferences and advertise in governmental
1

assocjations’ membership publications,

l[f Our sales represenlatives visit customers on a regular basis and make sales calls to potential new customers. These

.‘ ‘ sales representatives receive a significant portion of their compensation based upon cerlain incentive formulqs. We

F ‘ emphasize providing quality services, customer sali.slfacnon and 1'61@1111'0[1_, and believe that this focus on qu'zillly service will
. help retain existing customers as well as attract additional customers. Mamt_enance ofa If)ca] presence and lfiellllly Is an

i important aspect of our marketing plan. In order to accomplish these objectives, many of our managers are involved in local
l; governmental, civic and business organizations.

: Competition

The solid waste management industry is highly competitive, very fragmented and requires substantial labor and capital
resources. Inlense competition exists within the mdustry not only for collection, transportation and disposal volume, bul aiso
for acquisition candidales. The industry includes three large national waste companies: Wasle Management, Inc.; Allied
Waste Industries, Inc.; and Republic Services, Inc. There are several other public companies in the industry with annual
revenue in excess of S100 million, including Casella Waste Systems, Inc. and Waste Connections, Inc. We compele with a
number of these and other regional and local companies, including publicly and privately owned providers of incineration
services.

‘ We also compete with certain municipalities that operate their own solid waste collection and disposal facilities. These
! municipalities may have certain advantages over us due to the availability of tax revenues and tax-exempi financing.

| We compete for collection and recyeling accounts primarily on the basis of price and quality of our services. From time
(o time, competitors may reduce the price of their services in an effort {o expand market share or to win & compelitively bid
‘ municipal contract. These practices may also lead 1o reduced pricing for our services or the loss of business.

| Competitive Bid Contracts

| We provide a substantial portion of our residential collection services under municipal contracts and, at December 31,
2007, approximately 29% of our revenues came [rom municipal contracts. As is generally the case in the industry. municipal
contracts are subject to periodic compeltitive bidding. The balance of our residential services is provided on a subscriplion
basis. Al December 31, 2007, we had not lost, nor do we reasonably expect 10 lose, a contract that would have a material
adverse effect on our {inancial condition or results of operations because the contract either was or is nol material. Our
inability 1o compete with larger and better capitalized companies, or (o replace a significant number of municipal contracts
lost through the competitive bidding process with comparable contracts or other revenue sources within a reasonable time
period, could have a material adverse effect on our results of operations.

Emplovees

Al December 31, 2007, we employed approximately 1,600 full-lime employees. None of our emplovees are
represented by unions and we believe that our employee relations are good. We are highly dependent upon the services ol the
members of our management tean. the loss of any of whom might have an adverse effect on our operations.

Risk Management, Insurance and Performance Bonds

We actively maintain environmental and other risk management programs appropriale for our business. Our
environmental risk management program includes evaluating both existing facilities, as well as potential acquisitions. for
environmental law compliance and operating procedures. We also maintain a worker safety program that encourages safe
practices in the workplace. Operating practices at all of our existing operations siress minimizing the possibility of
environmental contamination and litigation.

We carry a range of insurance iniended to protect our assets and operations, inctuding a commercial general liability
policy and a property damage policy. I a partially or completely uninsured claim were made against us (including liabilities
assoctated with cleanup or remediation at our own facilities) and it was successful and of sufTicient magnitude. 11 could have
a material adverse elfect on our results of operations or linancial condition. Any futare difficulty in obtaining insurance could
also impair our ability to secure future contracts. which might be conditioned upon the availability of adequate insurance
coverage.

Municipal solid waste collection contracts may require performance bonds or other means of (inancial assurance 10
secure contractugl performance. We have not experienced difficulty in obtaining performance bonds or letters of credit lor




our current operations. At December 31, 2007, we had provided customers and various regulatory authorities with bonds and
letters of credit ol approximately $56.3 million to secure our obligations. If we were unable {o obtain surety bonds or letters
of credit in sufficient amounts or al acceplable rates, we may be precluded [rom entering into additional municipal solid
wasle collection contracts or obtaining or retaining land[ill operating permits.

Regulation
Introduction

We are subject to exlensive and evolving federal, state and local environmental laws and regulations that have been
enacted in response 1o technological advances and increased concern over environmental issues. These regulations not only
strictly regulate the conduct of our operations but also are related directly to the demand for many of the services we offer.

The regulations affecting us are administered by the EPA and various other federal, state and local environmental,
zoning, health and safety agencies. We believe that we are currently in material compliance with applicable federal, state and
local laws, permits, orders and regulations, and we do not currently anticipate any material environmental costs although
there can be no assurance in this regard. We anticipate there will continue to be increased regulation, legislation and
regulalory enforcement actions related (o the solid waste services indusiry. As a result, we atlempt o anticipale future
regulatory requirements and to plan accordingly to remain in compliance with the regulatory framework,

In order lo transport waste, we must have one or more permils {rom state or local agencies. These permits also must be
periodically renewed and are subject to modification and revocation by the issuing agency. None of our permits has ever been
revoked. Similarly, we oflen are required to have a local government franchise, which franchise may expire and be subject 1o
modification or revocation. None of our franchises has ever been revoked.

In order lo develop, own or operate a landfill, a transfer station or other solid waste facilities, we are required to go
through several governmental review processes and obtain one or more permits and often zoning or other land use and local
government approvals. Obtaining these permits and zoning, land use and local government approvals is difficult, time
consuming and expensive. In addition, this process is ofien opposed by various local elected officials and citizens® groups.
Once oblained, operating permits generally must be periodically renewed and are subject to medification and revocation by
the issuing agency.

Qur [acilities are subject to a variety of operational, monioring, site maintenance, closure, post-closure and fimancial
assurance obligations that change from time to time and which could give rise to increased capital expenditures and operating
costs. In connection with any such land{ills, it is ofien necessary (o expend considerable lime, effort and money in complying
with the governmental review and permitting process necessary to maintam or increase the capacity of these landiills.
Governmental authorities have broad pewer 1o enforce compliance with these laws and regulations and to obtain injunctions
or impose civil or criminal penalties mn the case of violations,

The principal federal. stale and local statutes and regulations applicable to our various operations are as follows:

The Resource Conservation and Recovery Act of 1976

The Resource Conservation and Recovery Act of 1976, also known as RCRA, regulates the generation, treatment,
storage. handling, transportation and disposal of solid waste and requires states to develop programs to ensure the sale
disposal of solid waste, RCRA divides solid waste into two groups, hazardous and non-hazardous. Wastes are generally
classified as hazardous if they either are specifically included on a list of hazardous wastes or exhibit certain hazardous
characteristics and are not specifically designated as non-hazardous. Wastes classified as hazardous under RCRA are subject
1o much stricter regulation than wastes classified as non-hazardous. Among the wastes that are specifically designated as non-
hazardous waste are household waste and “special™ waste, including items such as petroleum contaminated soils. asbestos,
[oundry sand, shredder fTuft’ and most non-hazardous industrial waste products.

Although we currently are not involved with transportation or disposal of hazardous substances, we transported
hazardous substances in the past and might become involved with hazardous substance transportation and disposal in the
future. The EPA regulations issued under Subtitle C of RCRA impose a comprehensive “cradle to grave™ syslem for tracking
the generation, transportation, weatment, storage and disposal of hazardous wastes. The Subtitle C Regulations provide
standlards {or generators, transporters and disposers of hazardous wastes, and [or the i1ssuance of permits for sites where such
material is treated, stored or disposed. Sebtitle C imposes detailed operating, inspection, training and emergency
preparedness and responsce standards, as well as requirements for manilesting, record keeping and reporting, lacility closure,
peost-closure and {inancial responsibilities.




In October 1991, the EPA adopled the Subtitle D Regulations governing solid waste landfills. Because we own and
operate landfills, we must comply with these regulations.

The Subtitle D Regulations, which generally became effective in October 1993, include location restrictions, facility
design standards, operating criteria, closure and post-closure requirements, linancial assurance requirements, groundwater
monitoring requirements, groundwater remediation standards and corrective action requirements. In addition, the Subtitle D
Regulations require that new land(ill sites meet more stringent liner design criteria (typically, composite soil and synthetic
liners or two or more synthetic liners) designed 1o keep leachate out of groundwater and have extensive cotlection systems 1o
carry away leachate for treatment prior 1o disposal. Groundwater monitoring wells must also be installed at virtually all
landfills to monitor groundwater quality and, indirectly, the leachate collection syslem operation. The Subtitle D Regulations
also require, where threshold test levels are present, that methane gas generated at landfills be controlled in a manner that
protects human health and the environment. We are not aware of any problem with methane gas at any ol our facilities. Each
state is required to revise its landfill regulations 1o meet these requirements or such requirements will be automatically
imposed upon it by the EPA. Each stale is also required to adopt and implement a permit program or other appropriate system
to ensure that landfills within the state comply with the Subtitle D Regulations criteria. Various sfales in which we operale
now or might in the future have adopled regulations or programs as stringenl as, or more stringent than, the Subtitle D
Regulations. Failure to comply with these regulations could require us to undertake investigatory or remedial activilies, to
curtail operations or to close a landfill temporarily or permanently. Future changes in these regulations might require us to
modify, supplement or replace equipment or lacililies at costs that might be substantial. The failure of regulatory agencies to
enforce these regulations vigorously or consistently might give an advantage (o our competilors whose lacilities do not
comply with the Subtitle D Regulations or its state counterparts. Our ultimate financial obligations related 1o any failure to
comply with these repulations could have a material adverse effect on our operations and financial condition.

The Federal Water Pollution Control Act of 1972

The Federal Water Pollution Control Act of 1972, known as the Clean Water Act, cstablishes rules regulating the
discharge of pollutants from a variely of sources, including solid waste disposal sttes and transfer stations, into waters of the
1J.S. Because we own and operate landfills and transfer stations. we must comply with this Act, For example, if run-off or
collected leachate from our transier stations or from our owned or operated landiills is discharged imto streams, rivers or other
surlace waters, the Clean Water Act would require us {o apply {or and obtain a discharge permit, conduct sampling and
monitoring and possibly reduce the quantity of pollutants in such discharge. Also, virtually all landfills are required to
comply with the EPA’s storm water regulations issued in November 1990. Such regulations are designed to prevent possibly
contaminated land{ill storm water runoff frem flowing into surface waters, We belicve that our [acilities are in compliance in
all material respects with Clean Water Act requirements, including these state requirements. Various states in which we
operate now or might in the future have delegated authority to implement the Clean Water Act permitting requirements, and
some of these states have adopled regulations that are more stringent than the federal requirements. Further. under certain
circumstances, the Act authorizes the institution of lawsuits by private citizens to enforce provisions ol the Act.

The Comprehensive Environmental Respanse, Compensation and Liability Act of 1980

The Comprehensive Environmental Response. Compensation and Liability Act ol 1980, also known as CERCLA,
established a regulatory and remedial program intended to provide [or the investigation and cleanup ol facilities from which
there has been, or is threatened, o release of any hazardous substance mnto the environment. CERCLA’s primary mechanism
for remedying such problems is (o impose strict joint and several liability for cleanup of facilities on current owners and
operators of the site and lormer owners and operators of the site at the time ol the disposal of the hazardous substances, as
well us the generators of the hazardous substances and the transporters who arranged for disposal or transportation of the
hazardous substances. The costs of CERCLA investigation and cleanup can be very substantial. Liability under CERCLA
does not depend upon the existence or disposal of “hazardous waste™ as defined by RCRA, but can also be founded upon the
existence ol even very small amounts of the more than 700 “hazardous substances™ listed by the EPA, many of which can be
found in household wasle.

We currently do not handle hazardous waste as defined by RCRA. but because we did in the past and because we own
and operate landfills and ransfer stations. we might be subject to CERCLA. 1f we were 1o be found to be a responsible party
{for a CERCLA cleanup. the enforcing agency could hold us. or any other generator. transporter or the owner or operator of
the Tacility, completely responstble for all investigative and remedial costs even if olhers might also be liable, CERCLA alse
authorizes the imposition of a lien in favor of the U.S. upon all real property subject to, or affected by, a remedial action for
all costs for which a party is liable. CERCLA provides a responsible party with the right to bring legal action against other
responsible parties for their allocable share of investigative and remedial costs. Our ability to get others 1o reimburse us lor
their allocable share of such costs would be limited by our ability to find other responsible parties and prove the extent of
their responsibility and by the financial resources of such other parties.
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The Clean Air Act

The Clean Air Act provides for regulation, through state implementation of lederal requirements, ol the emission of air
pollutants from certain landfills based upon the date of the land(ill construction and volume per year of emissions of’
regulated pollutants. Because we own and operate landfills, we must comply with this Act. We believe we are in compliance
with this Act. The EPA has adopted new source performance standards regulating air emissions of certain regulated

ollutants {methane and non-methane organic compounds} {rom municipal solid waste landfills. Landfills located in areas
with air pollution problems might be subject lo even more extensive air pollution controls and emission limitations. In
addition, the EPA has issued standards regulating the disposal of asbestos-containing materials. Some of the lederal stalutes
described above contain provisions authorizing the institution of lawsuits by private citizens to enforce the provisions ol the

stalutes.

The Occupational Safety and Health Act of 1970

The Occupational Safety and Health Act of 1970, also known as OSHA, establishes employer responsibilities and
authorizes the promulgation by the Occupational Safety and Health Administration of occupational health and salety
standards, including the obligation to maintain a workplace free of recognized hazards likely 1o cause death or serious injury,
to comply with worker protection standards established by OSHA, to maintain records, to provide workers with required
disclosures and to implement health and safety training programs. Various ol those promulgated standards might apply to our
operations, including those standards concerning notices of hazards, safely in excavation and demolition work, the handling
of asbestos and asbestos-containing materials, and worker training and emergency response programs. Our employees are
trained Lo respond appropriately in the event there is an accidental spill or release of packaged asbestos-containing materials
or other regulaled substances during transportation or land[iI disposal,

Siate and Local Regulations

Each state in which we now operate or might operate in the future has laws and regulations, as well as common law
doctrines, governing the generation, storage, treatment, handling, transportation and disposal of solid waste, waler and air
pollution and, in most cases, the siting, design. operation, maintenance, closure and post-closure maimntenance ol landiills and
transfer stations. Because of our business, we must comply with these laws and regulations. In addition, many states have
adopled Superfund statutes comparable Lo, and in some cases more stringent than, CERCLA. These slatutes impose
requirements for investigation and cleanup of contaminated sites and liability for costs and damages associaled with such
sites, and some provide for the imposition of liens on property owned by responsible parties. Furthermore, many
municipalities also have ordinances, local laws and regulations affecting our operations. These include zoning and health
measures that limit solid wasic management activities to specified sites or activities, {low control provisions that direct the
delivery of solid wastes to specific facilities, laws that grant the right 1o establish (ranchises for collection services and then
put out for bid the right (o provide collection services, and bans or other restrictions on the movement of solid wastes into a
municipality.

Permits and approvals may limit the types of waste that may be accepted at a landfill or the quantity ol waste that may
be accepted at a landfill during a given time period. In addition, permits and approvals, as well as some state and local
regulations, might limit a landfill 10 accepting waste that originates from specilied geographic areas or seck 1o restrict the
importation of out-ol-slale waste or otherwise discriminate against oul-of-stale waste, Generally, restrictions on the
importation of oul-ol-state waste have not withsteod judicial challenge. However, from time 1o time federal legislation is
proposed which would allow individual states 10 prohibit the disposal ol oul-of-state waste or to limit the amount ol out-of-
state wasle that could be imported lor disposal and would require states to reduce the amounts of waste exported (o other
slates. Although Congress has not yet passed such legislation, if this or similar legislation were enacted, states in which we
operate landf(ills could act to limit or prohibit the importation of outl-ol=state waste. Such state actions could materially
adversely aliect landfills within those states that receive a significanl portion of waste originaling from out-of-state.

. In addition, some states and localities may for economic or other reasons restrict the exportation of waste from their
Jurisdiction or require that a specified amount of waste be disposed of at facilities within their jurisdiction. In 1994, the U.S.
Supreme Court held unconstitutional. and therefore invalid, a local ordinance that sought (o impose low controls on taking
wasle oul of the locality, However, some state and local jurisdictions continue to seck 1o adopt and enforce such restrictions
and, in certain cascs, we might elect not to challenge such restrictions based upon various considerations. In addition, the
aforementioned proposed federal legislation would allow states and localities to impose certain flow conirol restrictions.

These restrictions could result in the volume of waste going to landfills being reduced in some areas, which might

materially adversely alTect our ability to operate our landfills at their full capacity and/or aftect the prices that can be charged
for landfi]] disposal services. These restrictions might also result in higher disposal costs for our collection operations. If we
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were unable to pass such higher costs through Lo our customers, our business, financial condition and results of operations
could be materially adversely alfected.

There has been an increasing trend at the state and local level to mandate and encourage wasle reduction al the source
and waste recycling, and to prohibit or restrict the disposal ol some types of solid wastes, such as yard wasles, leaves and
tires, in landfills. The enactment of regulations reducing the volume and types of wastes available for transport to and
disposal in landfills could affect our ability to operate our facilities at their full capacity.

ITEM 1A. RISK FACTORS

RISK FACTORS

As previously mentioned in our Note Relating 1o Forward-Looking Statements, there are numerous risks and
uncertainties associated with our business and the ownership of our stock. Set forth below are the risks that are known to us
as of the date of this report thal could affect our business and results ol operations.

State legislation or rulemaking has changed recently and in the future could change the regulatory oversight,
including the permitting process, for landfills, which could negatively impact our operations.

The operation of landfills is governed by the laws of the state in which the landlill is or is proposed to be located. Any
new landfill must apply for and receive a permit to allow its opening and operation. This regulatory oversight, including the
permilting process, is subject to change at both the agency and the legislalive levels in each state. Any changes to the
permitting process and regulatory oversight of landfills in a state in which we operate or intend lo operate could negatively
affect our operations.

In July 2006. the North Carolina legislature enacted # one-year moratorium on permits for new landfills. The
moratorium ran from August 1, 2006 to August 1, 2007 and was applicable to the landfill that we are developing in Camden
County, North Carolina. The legislation that imposed the moratorium also required the Environmental Review Commission.
with the assistance of the Division of Waste Management ol the Department of Environmental and Natural Resources, to
study ways 10 reduce the amount of solid waste disposed of in North Carolina landfills and to study measures concerning,
among other things, financial responsibility requirements, franchise and local government requirements, and siting, design
and operational requirements for solid waste landfills in the stale.

As a result of those studies, on August 2, 2007, the North Carolina legislature approved legislation that, among other
things, imposes stringent limitations on land[ill siting. Specifically, no landfill may be approved that:

+ Is within five miles of a national wildlife refuge, two miles of a slale park or one mile ol a stale
gameland;

+ ls closer than 200 feet o a stream, as opposed o the prior 50 [oot requirement;
»  Will have a capacity in excess of 35 million cubic yards of wasle;
+ Wil have a disposal area greater than 330 acres; or

»  Will have a height, including cap and cover vegetation. that is 250 feet above the mean natural elevation
of the proposed sile.

The legislation imposes an excise tax, effective July 1, 2008, of $2.00 per ton on any solid waste disposed of in North
Carolina or transferred out of North Carolina. Part of the proceeds of this tax may be used 1o reimburse applicants whose
landfill applications were pending on the date of and impacted by the new legislation lor the cost ol the preparation of their
permit applications incurred through August 2006.

The Black Bear landiill we are developing in Camden County, North Carolina is approximately 3,500 feel [rom a
national wildlife refuge, We have filed a lawsuit challenging application of the legislation to the Black Bear project on the
grounds that applying the legislation to the Black Bear project violates the contract, interstale commerce, equal protection and
due process clauses of the United State constitution, the corresponding clauses ol the North Carolina constitution and our
common law vesled rights. We also are reviewing all other options and remedies available to us to either continue developing
the Black Bear landfill or recover our investment in the project.

If. as a result of the legislation. the landfill cannot be constructed as planned, we would have to charge off that portion
of the project’s book value that exceeded its fair value. Fair value would include any reimbursement that we expect to receive
Irom the state. Al December 31,2007, the book value of the project was approximately 514.0 million.
including approximately $8.1 million in land purchase costs. While any such impairment charge would not have a material
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adverse effect on our cash flows, it could have a material adverse impacl on our earnings for the period in which the charge is
laken.

The new legislation will make the landfill permitting process and the construction and operation of landfills in North
Carolina more dilficult, lengthy and expensive, and, we believe, will reduce the number and size of landfills that can be built
and operated in the state. New statutes or rules could be adopted in the future that are even more onerous than the new
legislation. Other states in which we operate could adopt simitlar moratoriums or change their current Jandfill regulatory
oversight or permitting processes. Any moratorium or stalulory or rule change that increases the time and cost to develop and
operate Jandfills could negatively affect our operations. [n addition, the new North Carolina legislation, and any similar
legislation in another state, i adopled, could have a negative impact on our business strategy as well as our operations due to
possible reductions in operating margin and charges to earnings of capilalized expenditures for the development of landfills.

Increases in the cost of fuel for any extended period of time would increase our operating expenses, which could
negatively affect our earnings.

The price and supply of fuel are unpredictable, and can fluctuate significantly based on international political and
economic circumstances, as well as other events outside our control, such as actions by OPEC and other oil and gas
producers, regional production pallerns and environmental concerns. The price of fuel has increased significantly since 2006,
which has increased our cost of operations significantly. We need fuel 1o run our collection and transfer trucks and equipment
used in our landfill operations, and price escalations or reductions in the supply will likely increase our operating expenses
and have a negalive impact on income {rom operations and cash flows. We have in place a fuel surcharge program, designed
io offset increased {uel expenses; however, we are not able to pass through all of the increased costs and some costomers’
contracts prohibit any pass through of the increased costs. Additionally, as {uel prices increase, many of our vendors raise
their prices as a means to offsel their own rising costs.

The waste industry is highly competitive and if we fail to compete suceessfully our financial condition and results of
operations may be materially adversely affected.

We encounter inlense compelition from governmental, quasi-governmental and private sources in all aspects of our
operations. The waste industry currently consists of large national waste management companies, and local and regional
companies of varying sizes and {inancial resources. We compele with these companies as well as with counties and
municipalities that maintain their own wasle collection and disposal operations. These counties and municipalities may have
financial compelitive advantages because tax revenues and tax-exemplt financing are available to them. Also, such
governmental unils may altempi to impose flow control or other restrictions that would give them a competilive advantage.

In addition, competitors may reduce their prices to expand sales volume or to win competitively bid contracts. When
this happens. we may rollback prices or offer lower pricing to allract or retaln our customers, resulling in a negalive impact Lo
our yield on base business.

Economic conditions have had and in the future may have an adverse impact on our operating performance and
results of operations.

Weaknesses in the overall US. economy or Southeast, where we conduct business, had a negative eflect on our
operating results, including decreases in revenues and operating cash flows and may continue 1o do so in the {uture due to
decreases in cconomic activity. during which businesses lend to produce less waste. Additionally. in a down-cycle economic
environment. we mav experience the negalive eflects of increased competitive pricing pressure and customer turnover. I
economic conditions deteriorate, we will experience pressure on lhe pricing that we are able 1o achieve for our services. In
addition, worsening economic conditions may lead to further negative ¢ffects of customer turnover. There can be no
assurance that current economic conditions or worsening economic conditions or a prolonged or recurring recession will not
have a significant adverse impact on our operating results. Additienally, there can be no assurance that an improvement in
economic conditions will result in an immediate, if at all, posilive improvement in our operating results.

We may not be able to continue our strategy of growth through acquisitions, which could have a material adverse
etfect on our financial condition and results of operations.

Our growth sirategy includes expanding through acquisilions, acquiring additional exclusive arrangements and
generating internal growth. Most of our growth has been through acquisitions. Although we have identilied numerous
acauisition candidates that we believe are suitable. we may not be able o acquire them at prices or on ferms and conditions
favorable to us. Our ability to grow also depends on several other factors, including:

. the availability ol capital to support our growth:
. our ability to compete with existing and emerging companies:
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. our ability lo maintain profit margins in the face of competitive pressures;
. our ability lo continue 10 recruit, train and relain qualified employees; and

. continued strong demand lor our services.

DilTiculties in any of these areas could hinder our growth and negatively affect our {inancial condition and results of
operations.

We are subject to costly environmental regulations and environmental litigation that could negatively affect our
financial condition and results of operations.

Our equipment, facilities, and operations are subject to extensive and changing federal, state, and local environmental
laws and regulations relating lo environniental protection and occupational health and safely. These include, among other
things, laws and regulations governing the use, treatment, storage, and disposal of solid and hazardous wastes and materials.
air quality, water quality and the remediation of contaminalion associated with the release of hazardous substances.

Our compliance with these regulatory requirements is costly. Government laws and regulations often require us to
enhance or replace our equipment and to modify landfill operations or initiate final closure of a landfill. We cannot assure
you that we will be able to implement price increases sulficient to offset the cost of complying with these laws and
regulations. In addition, environmental regulatory changes could accelerate or increase expenditures for closure and post-
closure monitoring at solid waste facilities and obligate us to spend sums in addition to those presently accrued for such
pUIposes,

In addition to the costs of complying with environmental regulations, we incur costs to defend agatnst litigation
brought by government agencies and privale parties who allege we are in violation of our permits and applicable
environmental laws and regulations. As a resull, we may be required lo pay fines, implement corrective measures or may
have our permils and licenses modified or revoked. We are, and also may be in the future, defendants in lawsuits brought by
governmental agencies and surrounding landowners who assert claims alleging environmental damage, personal injury.
property damage and/or violations of permits and licenses by us. A significant judgment against us, the loss of a significant
permit or license or the nmposition ol a significant fine could have a material negative effect on our financial condition.

Certain of our wasle disposal operations traverse state and county boundaries. In the fudure, our collection, (ransfer and
landfill operations may also be affected by proposed lederal legislation that authorizes the states to enact legislation
poverning inlerstale shipments of waste. Such proposed federal legislation may allow individual states to prohibit the
disposal of out-of=stale waste or {o limit the amount of out-of-stale waste that could be imported for disposal and may require
slates, under some circumstances, 1o reduce the amount ol wasle exported to other states. 1f this or similar legislation is
enacted in states in which we operale land(ills that receive a signilicant portion of waste originating [rom out-ol-state, our
operations could be negatively affected. We believe that several states have proposed or have considered adopling legislation
that would regulate the interstale transportation and disposal ol waste in the states” landfills. Our collection, transier and
landfill operations may also be allected by “flow control” legislation which may be proposed in the United Stales Congress.
This proposed lederal legislation may allow slates and local governments to direcl waste generated within their jurisdictions
10 a specific facility for disposal or processing. It this or similar legislation is enacted, state or local governments with
jurisdiction over our landfills could act to limit or prohibit disposal or processing of waste in our landlills.

Adverse weather could hamper our operations, which could increase our operating costs and negatively impacet our
results of operations.

Our collection and landfill operations could be adversely affected by long periods of inclement weather, which
interlere with collection and land{ill operations, delay the development of land[ill capacity and/or reduce the volume ol waste
generated by our customers. In addition, certain ol our operations may be temporarily suspended as a result of particularly
harsh weather conditions. Severe weather can negatively allfect the costs of collection and disposal. Long periods of
inclement weather could have an adverse elfect on our results of operations.

Qur business is scasonal, which causes our quarterly results to fluctuate,

Our results of operations tend to vary seasonally, with the first quarter typically generating the least amount of
revenues, higher revenues in the second and third quarters, and a decline in the fourih quarter. This seasenality reflects the
lower volume of waste during the fall and winter months primarily due lo lower construction activities. Also, certain
operating and selling, general, and administrative costs remain relatively constant throughout the calendar yvear, which, when
offset by these revenues, resulls in a simitar seasonality of operating income.
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Qur significant leverage exposes us to increased expense and operational restrictions which could make it difficult to
operate our business.

We have a significant amount of indebtedness. As of December 31, 2007, we had consolidated debt, including capital
Jease obligations, of approximately $165.2 million. As of December 31, 2007, our availability under our senior credit lacility
was approximately $26.0 million.

We are vulnerable 1o increases in interest rates because the debt under our senior credit facility is at a variable interest
rate. Although in the past we have on occasion entered into certain hedging instruments in an effort to manage our interest
rate Tisk, there is no assurance that we will continue to do so, on {avorable terms or at all, n the future.

Our substantial indebtedness could have important consequences. For example, it could:
«  make it more difficult for us to satisfy our obligations with respect to our debt and our leases;
«  increase our vulnerability to general adverse economic and industry conditions;

+  require us fo dedicate a substantial portion of our cash flow {rom operations lo payments on our debt and lease
obligations, thereby reducing the availability or our cash flow to fund working capital, capital expenditures and

other general corporale purposes;
«  limit our Mexibility in planning for, or reacting lo. changes in our busness and the industry in which we operate;

+  place us at a competitive disadvantage compared to our competitors that have less indebtedness or betier access
to capital by, for example, limiting our ability to enter into new markels or acquire new or renovate our existing
facilities and equipment; and

«  limit our ability to borrow additional {unds in the future.

10 we are unable to meet our debt and lease obligations, we could be forced to restructure or refinance our obligations.
seck additional equity inancing or sell assets, which we may not be able to do on satisfactory terms or al all. As a result, we
could default on those obligations. In addition, our credit facilities contain {inancial and other restrictive covenants that limit
our abilily to engage in aclivities that may be in our long-lerm best interests. Any new facility likely will contain similar
covenants and restrictions. Our failure to comply with those covenants could resull in an event of default which, il not cured
or waived. could resull in the acceleration of all of our indebtedness, which could adversely affect our financial health and

could prevent us from fulfilling our obligations.

We are required to make accounting and tax-related estimates and judgments in preparing our financial statements,

In preparing our consolidated financial statements in accordance with U.S. generally accepted accounting principles,
we make several estimates and assumptions that affect the accounting for and recognition of assets, liabilities, revenues and
expenses. These estimates and assumplions must be made because certain information that is used in the preparation ol our
financial statements is dependent on future events or cannot be calculated with a high degree of precision from data available.
In some cases, these estimales are particularly difficult to determine and we must exercise significant judgment. The
estimales and the assumptions having the greatest amount of uncertainty, subjectivity and complexity are related to our
accounting for landfills, derivatives, sell-insurance reserves, reserve for doubtful accounts, intangibles, allocation of
acquisition purchase prices, delerred income taxes. assel impairments, litigation, claims and assessments. Actual results could
differ materially from the estimates and assumptions that we use, which could have a material adverse efTect on our financial
condition and results of operations.

Qur stock is thinly traded, which can cause volatility in its price.

There currently is a public market for our common stock, but there is no assurance that there will always be such a
market, even il the proposed going private transaction is not consummated. Qur stock s thinly traded due in part, we believe.
to the high level of insider ownership of our company. Thinly traded stock can be more susceplible to market volatility. This
markel volatility could significamtly affeet the market price of our common stock without regard to our operating
performance. Securities markets worldwide experience significant price and volume fluctuations, In addition. the price of our
common stock could be subjeet to wide Muctuations in response Lo the following factors, among others:

«  adeviation in our results from the expectations of public market analysts and investors:

+  adecrease in of cessalion of our cash dividend;

«  stalements by research analysts about our common stock. our company or our industry:

«  changes in market valuations ol companies in our industry and market evaluations of our industry generally;

actions taken by our competitors;




»  sales or other issuances of common stock by us, our senior officers or other affiliates; or

»  other general economic, political or market conditions, many of which are beyond our conlrol.

The market price of our common stock will also be impacted by our quarterly operating resulis which can fluctuate
from quarter to quarter, Factors that may impact our quarterly resulls include, among others, failure 1o obtain required
permits, costs of regulatory compliance, fuel prices, general regional and national economic conditions, competition,
unexpected costs and changes in pricing, consumer irends, costs ol compliance with corporale governance and Sarbanes-
Oxley requirements, and other luclors discussed in llem 1A - “Risk Factors” beginning on page 17 and in Item 7 -
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

ITEM 1B. UNRESOLVYED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our principal executive oflfices are located at 3301 Benson Drive, Raleigh, North Carolina, where we currently lease
approximately 33,730 square {eel of office space. Our principal property and equipment consists of land (primarily transfer
stalions, bases for collection operations and landll sites), buildings, and vehicles and equipment. Our land and buildings are
located in North Carolina, South Carolina, Virginia, Tennessee, Georgia, and Mississippi. We also lease real property in the
stales in which we do business. Al December 31, 2007, we operaled 34 collection operalions, 29 transler stations, 12
recyeling facilities and nine landfills. All our property and equipment are used in our one industry segment, which includes
collection, transfer, recycling, processing and disposal ol municipal solid and industnal waste.

Landfills

As of December 31, 2007, we owned or operated under life-ol-site operating agreements nine fandfills with total
available disposal capacity ol approximately 120.1 million cubic vards. Total available disposal capacity includes estimated
permitled airspace plus an estimate of the expansion airspace that we believe has a probable likelihood ol being permitted.

Containers

Some type of container is used in almost every service we provide, and we therelore have an extensive invenlory on-
hand or on-gite al customers” locations throughout North Carolinag, South Carolina, Virginia, Tennessee and Georgia. We
own all of our containers and centrally manage our inventory located at the branch facility level. We also own a significant
number of on-site compaction containers, which provide efliciency for high-volume solid waste generators. Container life 15
dependent on the location of the container, the type of waste that is deposited into the conlainer and how the container is
maintained, Proper maintenance of commercial and industrial {ront loader and roll-oli containers consists of regular
repainting, scheduled repairs and switch-outs, quality cleaning, sanding and priming and monitoring of the container by our
employees to check for needed repairs. Residential colleclion containers require minor maintenance.

Collection Vehicles

We use a fleet of specialized collection vehicles to collect and transport waste and 1o provide recycling and
convenience sile services. We have implemented an aggressive mainlenance program (o maximize the life of our equipment.
Preventative and long-term maintenance is performed on regularly scheduled cycles that are more [requent than most
manufacturers” suggested schedules. Preventative maintenance is performed on collection vehicles after every 150 to 250
hours of operation depending on their class, and long-term maintenance (reconstruction of engines, lransmissions, ele.) is
performed every four Lo six years, Additionally, cosmetic repairs {painting. interior upholstery repairs) are performed as
needed. The majority of the maintenance program is performed by our personnel located in branch facilities.

ITEM 3. LEGAL PROCEEDINGS

Except as disclosed below, we are not a party 1o any pending legal proceedings that we believe, if resolved unfavorably
against us, would have a material adverse effect on our business, results ol operations or himancial condition. In the normal
course ol our business and as a result of the extensive governmental regulation of the waste industry, we might periodically
become subject to various judicial and administrative proceedings involving lederal. state or Jocal agencies. In these
proceedings, an agency might seek to impose fines on us or 1o reveke, or to deny renewal of, an operating pernut held by us.
In addition, we might become party 1o various ¢laims and suits pending for alleged damages 1o persons and property, alleged
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violation of certain laws and lor alleged liabilities arising out of matters occurring during the normal operation of the wasle
management business.

The Citv of Chesapeake, et al v. Camden County, et al, Superior Court of Camden County, Docket No. 05 CFS 93

Black Bear Disposal, LLC , one of our wholly owned subsidiaries, entered into a Franchise Agreement with Camden
County, North Carolina, effective November 4, 2002. The Franchise Agreement gave Black Bear the exclusive right to build
and operate a municipal solid wasie landfill in the County, on a tract of approximately 1,000 acres. On November 3, 2005,
the City of Chesapeake, Virginia, 13 individuals and a limited parinership alleging 1o own properly in the vicinity ol the
proposed landfill, and the Cainden Cilizens Action League, Inc. filed suit in Camden County Superior Court against Camden
County, the Board of Comimissioners of Camden County, the five Camden Counly Comnussioners and the County Manager
in both their official and individual capacities, and Black Bear. In their complaint, the plantiffs seek a number of judicial
determinations, including a declaration that the Franchise Agreement and underlying Franchise Ordinance are void, thal
cerlain prerequisites to the approval of the Franchise Ordinance and execution of the Franchise Agreement were not met, and
that certain prerequisites Lo Black Bear’s permit application to the North Carolina Department of Environment and Natural
Resources, or “DENR”, were not mel. The defendants, including Black Bear, filed a Molion to Dismiss, Answer, Alfirmative
Defenses and Counterclaims on January 19, 2006, moving (o dismiss the plaintiffs’ complaint on the basis of the applicable
statules of limitation, the failure to join a necessary parly, lack of subject maltter and personal jurisdiction, sovereign and
governmental nmmmunity, lack of standing, and the failure to exhaust administrative remedies. denying many of the factual
allegations of the plaintiffs’ complaint, and raising as affirmative defenses the applicable statutes of limitation, the terms ol'a
November 22, 2004 Nondisclosure Agreement between the Company and the Southeastern Public Service Authority of
Virginia, or “SPSA™, in which SPSA, [or itself and its members (Chesapeake 1s a member of SPSA), had agreed not (o
interfere with or oppose our plans for a landGll m Camden County, and the doctrines of estoppel, waiver, release, sovereign.
governmental and legislative immunities, laches, and the failure to exhaust adminisirative remedies. The defendants’
counterclaims included claims that the plaintffs had tortiously interfered with Black Bear’s Franchise Agreement, that
Chesapeake had breached the Nondisclosure Agreement, and that Chesapeake had misused Black Bear’s confidential
information in viglation of the Nondisclosure Agreement and the North Carolina Trade Secrets Protection Act. In the
counterclaims, the defendants, including Black Bear, sought the damages suffered as a resull of plaintiffs” tortious
interference, and Chesapeake’s breach of the Nondisclosure Agreement and misuse of conlidential information. including
damages in excess ol $3.000,000 per vear for any delay in the opening of the proposed landfill. The plaintiffs filed Motions
to Dismiss. Strike, Separate Claims, Answer, Affirmative Defenses and Motion to Amend Complaint in response lo
defendants’ counterclaims, arguing that the counterclaims should be dismissed or stricken, or, in the alternative, separated for
trial, and that plaintiffs should be given leave to amend their complaint to add Waste Industries USA, Inc. as a party, given
Waste's agreement lo be considered a co-permittee on the landfill, with Black Bear.

Black Bear's and the County defendants™ Moltion to Disiniss the plaintiffs™ claims came on for hearing on April 24,
2006, as did Chesapeake’s and the other plaintiffs” Motions to Dismiss the delendants™ counterclaims. The Court denied
Black Bear's, the County defendants” and Chesapeake’s Motions to Dismiss. while granting the remaining plaintiffs” Motion
to Dismiss Black Bear’s and the County defendants’ counterclaims. As a result, the plaintifts’ challenges to the Franchise
Ordinance and Franchise Agreement remain pending, as do Black Bear’s and the County defendants™ counterclaims against
Chesapeake. Plaintifl"s Motions to Strike, Separate and Amend were not reached by the Courl and remain pending.

The matier is now in discovery on the plaintifTs’ claims and the defendants” counterclaims, including wrillen discovery
and the depositions of the various parly and third-party witnesses. The defendants anticipate renewing the delenses
underlying their Motion to Dismiss in a Motion for Summary Judgment at the close ol discovery.

[ the plaintifls succeed in this matter, Black Bear would have o re-negotiate the Franchise Agreement or re-apply for a
franchise with the County and/or re-submit and/or amend its request for a site suitability determination to DENR in order to
develop the landlill, We mlend to vigorously defend this matter and pursue these and any other potential counterclaims
agamst the plaintifTs.

Pursuant to the Franchise Agreement, Black Bear has agreed to indemnily the County. its officers, employees and
agents, which would include the County Commissioners, against all claims arising out of the Franchise Agreement. As a
result. Black Bear is liable for the expenses of. and any damages or other awards ultimalely determined against, those
defendants.

The Franchise Agreement gave Black Bear until November 4, 2007 1o open the landiill. Given the litigation brought by
Chesapeake and passage ol the moratorium (discussed below), the County on April 16, 2007 adopted an Ordinance
authorizing a five-vear extension on the November 4, 2007 date in return for consideration to the County totaling S450,000.
which was paid through a transfer ol propertv. In accordance with the Ordinance, the County, we. along with Black Bear,
entered into an Amended and Restated Franchise Agreement. eflective April 16, 2007, pursuant 1o which they also agreed




that the service area will be decreased to include only the states of North Carolina, Virginia, Maryland, New Jersey, New
York, Connecticul and Massachuselts, and the estimaled life ol the land(ill is 27 years (based on an assumed volume ol wasle
of 10,000 tons a day). The Amended and Restated Franchise Agreement may need to be modified to address issues raised in
the Chesapeake litigation.

In July 2006, the North Carolina legislature enacted a one-year moratorium on permits for new landfills. The
moratorium ran from August 1, 2006 to August 1, 2007, The legislation that imposed the moratorium also required the
Environmental Review Commission, with the assistance of the Division of Waste Management of the DENR, 1o study ways
to reduce the amount of solid waste disposed of in North Carolina and measures concerning, among other things, financial
responsibility requirements, franchise and local government requirements, and siting, design and operational requircments for
solid waste landfills in the state.

As a result of those studies, on August 2, 2007, the North Carolina legislature approved legislation that regulates new
landfills. The law prohibits a new landfill from being constructed within five miles of a national wildlife refuge, two miles of
a state park or one mile of a state game land. The new legislation also requires any landfill to be set back at least 200 feet
from streams, as opposed Lo the prior 50 foot requirement. The Black Bear landfill site is within approximately 3,500 feet of'a
national wildlife refuge. As part of our continuing analysis of the impact of the new legislation on the Black Bear project, we
have filed a legal challenge to the new legislation as applied to the Black Bear project {discussed below).

If, as a result of the legislation, the landfill cannot be constructed as planned, we would have to charge off that portion
of the project’s book value that exceeded its fair value. Fair value would include any reimbursement that we expect (o receive
from the state, as discussed below. At September 30, 2007, the book value of the project was approximately S14.0 mullion,
including approximately $9.1 million in land purchase costs. While such an impairment charge would not have a malerial
adverse effect on our cash {lows, it could have a material adverse impact on our earnings for the period in which the charge is
taken. Due to the passage of the legislation, we performed impairment tests (as of Seplember 30, 2007 and December 31,
2007) as required by SFAS No. 144 by comparing the probability-weighted cash (Tows from alternative courses ol action 1o
the carrying value of the Black Bear project and determined that no impairment was indicated.

The new legislation provides that companies that had pending landfill applications as ol’ August 1, 2007 and whose
tand(ills are impacted by the setback provisions in the new legislation can apply for a reimbursement of the reasonable costs
of the preparation of the application incurred prior to August 2006, including site plans, engineering and construction plans,
geologic and hydrologic investigations and closure and post-closure plans. The reimbursement [unds would come from a tax
imposed by the legislation of $2.00 per ton on all solid waste disposed of in North Carolina landfills, beginning on July 1,
2008. On December 18, 2007, we applied to DENR for the reimbursement of $13,612,554 in costs related to the Black Bear
project, pursuant to the terms of the legislation, By letter dated February 22, 2008, DENR contacted us seeking additional
information and documentation for certain of the expenses for which reimbursement is sought, and we are working to provide
the requested information and documentation. DENR has not yet provided an estimated timeframe for a decision on our
requested reimbursement.

On December 3, 2007, we filed a Complaint against the State of North Carolina and DENR in the Superior Court of
Wake County, North Carolina, challenging application of the legislation to the Black Bear project. We believe that applying
the legislation to the Black Bear project violates the contract, interstate commerce, equal protection and due process clauses
of the United States Constitution. the corresponding clauses ol the North Carolina Constitution and our common law vested
rights. The defendants filed an Answer to the Complaint on February 1. 2008, denying all of our claims. We served discovery
requests on the defendants. to which the defendants have responded. On February 8, 2008, the defendants [ited a Motion to
Dismiss and Motion for Judgment on the Pleadings on the following grounds: lack of standing; the session laws at issue do
not violate any provision of the North Carolina or United States Constitutions; the doctrines of waiver and estoppel; lack of
arbitrary and capricious conduct; lack of interference with a vested right; and lack ol entitlement to a writ of mandamus, Our
motion to dismiss the hearing (which had been scheduled for March 24, 2008) on the defendants’ motions to disniiss was
granted and the defendants’ motions have been re-scheduled for hearing during the week of May 5, 2008. We will vigorously
oppose the defendants’ motions 1o dismiss. If the motions are denied, we plan to proceed with depositions and additional
discovery to support our claims in the case.

We are reviewing all other options and remedies available 10 us 10 cither continue developing the Black Bear landfill or
recover our investment in the projecl.

David Shaev Prolit Sharing Account fiblo Nora Vides on behalf of itself and all others similarly siviated v. Waste
Inchustries USA, Inc., Lonnie C. Poole, Jr., Jim W. Perry, Paul F. Hardiman, Glenn E. Futrell, and James A. Walker

On December 21, 2007, we received nolice of a complaint [iled against us and other defendants on December 19, 2007
in the Superior Court of Wake County. North Carolina. The plaintiff claims to have been a sharcholder ol ours at all relevant
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times cited in the complaint. The lawsuit names as defendants us and our five directors, Lonnie C. Poole, Jr., Jim W. Perry,
Paul F. Hardiman, Glenn E. Futrell and James A. Walker.

The lawsuil alleges that our directors breached their hduciary duties to our shareholders by, among other things,
engaging in improper, unfair dealing and wrongful and coercive conduct in approving the agreement and plan of merger,
dated December 17, 2007, among us, Marlin HoldCo LP, a Delaware limited partnership, and its wholly owned subsidiary,
Marlin MergeCo Inc., a North Carolina corporation, thal governs the proposed going privale transaction discussed in [tem | -
“Business.” Pursuant to the terms of the merger agreement, Marlin MergeCo will merge with and into vs, and, as a result, we
will continue as the surviving corporation and a wholly awned subsidiary of Marlin HoldCo. Marlin HoldCo is owned by an
investor group led by Lonnie C. Poole, Jr., our founder and Chalrman, and Jim W. Perry, our President and Chief Executive
Officer, and fmancial pariners MIP Waste Holdings, L.P., an affiliate of Macquarie Infrastructure Partners, and GS Direct,
LLC, an affiliate of Geldman, Sachs & Co.

The plaintiff seeks class action designation for the lawsuit, certifying the plaintiff as the class representative, enjoining
the proposed merger, awarding plaintifT the cosis and disbursements related to the lawsuit, including attorneys and {inancial
experl fees, and such other relief as the court deems just and proper,

Although no assurances can be made with respect to any litigalion, we believe all of the allegations of wrongdoing in
the complaint 1o be without merit and denies any wrongdoing. In addition, we have been advised that the other defendants
named in the complaint believe all of the allegations of wrongdoing in the complaint to be without merit and deny any breach
of duty 10 or other wrongdoing with respect 1o the plaintifT and any plaintiff class, should one be designated.

On January 31, 2008, the plaintifT filed a voluntary dismissal, without prejudice, of all claims asserted in the complaint.
However, because a putative class action may not be dismissed without approval of the court, the voluntary dismissal filed by
plaintilf on January 31, 2008 is moot. On February 12, 2008, the parties submitied a proposed stipulation and order of
voluntary dismissal to the court for consideration. On February 22, 2008, the court sent a notice of hearing to advise that at
11:00 a.m. on March 11, 2008, it will hear the parties on the proposed stipulation and order ol dismissal. The parties attended
a hearing in the North Carolina Business Court on March |1, 2008 to answer questions {rom the Judge relating (o the joint
stipulation of dismissal lendered by the parties Lo the court. The Judge asked the parties to submil some additional data 10 the
courl and counsel submitted that information on March 12, 2008. The parties are now awaiting a formal ruling rom the court
regarding whether it will approve dismissal ol the putative shareholder action and. if so, on whal terms.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitled to a vote ol security holders during the fourth quarter ended December 31, 2007,
EXECUTIVE OFFICERS

As of December 31, 2007, our executive olficers were as [ollows:

Name .'\i Position(s)

Jim W, Perry 63 President. Chiel Executive Officer and Direclor
Harry M. Habets 58 Chief Operating Officer

D. Stephen Grissom 55 Chiel Financial Officer, Secretary and Treasurer
Harrell J. Auten 59 Viece President, Sales and Marketing

Lonnie C. Poole, 111 46 Vice President. Corporate Development

Michael J. Durham 34 Vice President, Administration and Support Services

JIM W, PERRY joined our company m 1971 and was named Clhiel Execative Oflicer in 2002 and has served as
President since 1987 and as a director since 1974. Prior (o that, Mr. Perry served as Chiel Operating Officer from 1987 until
2002, Mr. Perry holds a B.S. in Agricultural and Biological Engineering {rom North Carolina State University and an M.S. n
Systems Management [rom the University ol Southern California. Mr. Perry has received the Distinguished Service Award
[rom the National Solid Waste Management Association, or NSWMA and currently serves as Chairman of the Board of
Governors [or the 2007 year term. In addition, Mr. Perry has served in the Carolinas Chapter of NSWMA as Chairman and
on the Membership Commitiee. Mr. Perry was inducted into the Environmental Industry Associations, or EIA, Hall of Fame
in 1997, Mr. Perry has more than 36 vears experience in the solid waste industry.

HARRY M. HABETS joined our company in 2002 as Vice President and Chiel Operating O[ficer. From 1985 1o 1994,
Mr. Habets held various munagement positions with Waste Management, Inc.. including Vice President ol International
Operations and Regional Vice President/Manager (or collection. reeveling and landfill disposal services in the Southeast.
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Mr. Habets holds a B.S. in Business Administration from Rochester Institute of Technology. Mr. Habets has 19 years of
experience in the solid waste industry.

D. STEPHEN GRISSOM joined our company in 2001 as Chief Financial Officer and Vice President of Finance. Prior
10 that. Mr. Grissom was Chiefl Financial Officer for Austin Quality Foods from 1982 to 2000 and has more than 29 years of
controllership and CFO experience. He is a Certified Public Accountant and holds a B.A_ in Accounting from North Carolina

State University.

HARRELL J. AUTEN was named Vice President, Sales and Marketing in 2003. Prior to that, Mr. Auten served as
Vice President, South Division of our company since 1998 and served as our South Division Manager since 1993. Prior to
that, Mr. Auten owned and operated his own company. Mr. Auten holds a B.S. in Business Administration {rom the
University of North Carolina at Chapel Hill and has more than 36 years experience in the solid waste indusiry.

LONNIE €. POOLE, 111 was named Vice President of Corporate Development in 2002. Prior to that, Mr. Poole served
as our Vice President, Director of Support Services since 1995. From 1990 to 1995, he served as our Risk Management
Director. Mr. Poole holds a B.S. in Aerospace Engineering {from North Carolina State University. Mr. Poole is the son of
Lonnie C. Poole, Jr., Chairman of the Board. Mr. Poole has more than 17 years experience in the solid waste industry.

MICHAEL J. DURHAM was named Vice President ol Administration and Support Services effective January 1, 2006.
Prior to that, Mr. Durham held various management and conirollership positions with Stantec Consulting Services
Inc/DSATLANTIC Corporation and prior to that with Waste Management, Inc. Mr. Durham is a Certified Public Account
and holds a B. S. in Accounting from Florida State University. Mr. Durham has more than 19 years experience in the solid
wasle industry.

OTHER KEY EMPLOYEES

The Tollowing table sets forth certain information concerning our other key employees as of December 31, 2007:

Name Ape PPosition(s)

E. Franklin Lorick 53 Vice President—Central Division
Thomas A. Winstead 57 Vice Presideni—East Division
Michael T. Ingle 47 Vice President—South Division
Jerry W. Johnson 56 Vice President—Landf{ill Division

E FRANKLIN LORICK was named Vice President of our company in 2002. Mr. Lorick joined us in 1989 and has
held various positions including Operations Manager and Branch Manager. He attended Midlands Community College in
Columbia, South Carolina and has over 19 yeats experience in the solid waste industry.

THOMAS A. WINSTEAD has served as a Vice President of our company since March 1998, He joined us in 1985 as a
Branch Manager and has also served as East Regional Operations Manager {rom 1990 1o 1997. He is a graduate of Atlantic

Christian College with a B.S. in Health and Physical Education. Mr. Winstead has more than 23 vears ol experience in the
solid waste indusiry.

MICHAEL T. INGLE was named Vice President of our company in 2005. After joining the Company in 1991,
Mr. Ingle served as branch manager in various locations. Mr. Ingle is a graduate of Methodist College in Fayetteville. North
Caroling and holds a B.A_ in Business Administration. Mr. Ingle has over 17 years experience in the solid waste industry.

JERRY W. JOHNSON joined our company in 1991 and has served in various capacities that included developing our
first Reeycling Division and managing Field Support Services until ins departure in 1995, Mr. Johnson then joined Atlantic
Waste Disposal and served in various roles from transportation to General Management of Atlantic Waste of Virginia and
New York until 1999, At that time, he rejoined our company as the North Carolina Landf{ill Division Manager. Mr. Johnson
currently serves as Vice President of our Landfill Division and oversees all of our Yandfill operations. Mr. Johnson attended
Wake Community College and has over 29 years in the solid waste industry.

None ol our executive officers, directors or other key employees is related 1o any other executive oflicer. director or
other key employee. except that Lomnie C. Poole. Jr.. Chairman ol the Board of Direciors. and Lonnie C. Poole, [ are father
and son.
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PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND

ISSUER PURCHASES OF EQUITY SECURITIES

Market information. Our common stock trades on the Nasdaq Global Select Market under the symbol *WWIN™. The
{ollowing table sets forth the quarterly high and low bid prices for the years indicaied as reported by Nasdaq. These prices are
based on quolalions between dealers, which do not reflect retail mark-up, mark-down or commissions and might not reflect

actual transactions.

2006
First quarter
Second quarter
Third quarter
Fourth quarter

2007
First quarter
Second quarter
Third quarter
Fourth quarter

High

$21.67
S522.78
528.67
$31.89

High

S30.80
$35.50
$35.97
$37.14

Low

512.80
517.44
51881
52641

Low

$24.24
$25.66
$26.00
S26.43

As of March 11, 2008, the number of shareholders of record of our common stock was 131 and we believe that the

number of benelicial owners was approximately 2,000,

DBividends. Our Board of Directors declared and paid two dividends in the second quarter of 2007, each of which was
approximately §1.7 miflion. We declared and paid cash dividends ol approximately S1.7 million and 52,1 million in the third

and fourth quarters of 2007, respectively.

Under our amended revolving bank facility, payment of cash dividends is limited to S0% ol our tratling 12 months’ net
incomme. Additienally, we must meet financial covenants contained in the facility, including covenants relating to minimum
net worth and maximum levels of capital expenditures and indebtedness. 1 we are nol in compliance with these covenants, or
otherwise in default under the facility, we would not be able to pay cash dividends.

Pursuant to the merger agreement [or the proposed going privale transaction, which we executed on December 17,
2007, we are prohibited [rom paying cash dividends without the consent of Marlin HoldCo.

Equitv Compensation Plan. The following 1able provides information as of December 31, 2007 for our equity-based
compensation plan, which is our 2007 Long Term Incentive Plan. This plan replaces our 1997 Stock Plan which expired on
April 21, 2007. All outstanding awards under our 1997 Plan, however, will remain in effect. subject to their respective

termination dates,

Plan Category

Equity compensation plans approved by our shareholders:

1997 Stock Plan
2007 Long Term Incentive Plan

Equity compensation plans not approved by cur sharcholders:

None
Total

Number of
securities to be
issued
upon exercise of
outstanding optivns.
warrants and rights

Weighted-nverage
exercise prive of
iutstanding
aptions, wiarrants
amd rights

Number of

securities remaining

available fur

[uture issuance

under equity

compensation plans

201020 S 18.¢1 27335
32.486 nia* 1.265.40
233506 S 18.01 1.538.653

* i 2007, we granted 34.599 deferred stock awards which have no exercise price, o which 32486 were outstanding as of
December 31, 2007.




Performance Graph

The lollowing line graph and table illustrate the cumulative total shareholder return on our common stock over the last
(ive fiscal years, beginning on January 1, 2003 and ending on December 31, 2007 and the cumulative total return over the
same period of (1) the CRSP Total Market Return Index of the Nasdaq Stock Market and (2) the CRSP Nasdaq Non-
Financial Stocks Total Return Index. The CRSP s the Center for Research and Securities Prices at the University of Chicago.
The graph assumes an initial investment of $100 and reinvestment of all cash dividends.
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This performance graph shall not be deemed to be filed with the SEC or incorporated by reference into any ol our
previous or [uture filings with the SEC, except as olherwise explicitly specified by us in any such filing.




ITEM 6. SELECTED FINANCIAL DATA

The [ollowing selected financial data should be read in conjunction with the consolidated financial stalements and the
notes thereto included elsewhere in this report. The consolidated statement of operations data set forth below with respect to
the years ended December 31, 2005, 2006 and 2007 and the consolidated balance sheet data as of December 31, 2006 and
2007 are derived [rom, and are referenced to, our audited consolidated financial statements included elsewhere in this report.
The consolidaled statement ol operations data set forth below with respect to the years ended December 31, 2003 and 2004
and the consolidated balance sheet data as of December 31, 2003, 2004 and 2005 are derived rom audited financial
statements not included in this report. Historical results are not necessarily indicative of [uture results. All periods presented
reflect the impact of operations discontinued in 2005 and 2006. There were no operations discontinued in 2007.




Statement of Operations Data:

Service revenues

Equipment sales

Total revenues

Cost of service operations

Cosl of equipment sales

Selling, general and administrative (1) (6) {7)
Depreciation and amortization

Gain (loss) on sale of property, equipment and other assets

Gain on sale of collection and hauling operations (3)
Impairment of property. equipment and other assets (2}

Operaling mcome
Interest expense
Interest income
Other income

income from continuing operations before income taxes
and cumulative effect of change in accounting principle

Income tax expense

Income Irom continuing operations before cunulative
effect of a change in accounting principle

Discontinued operations: {3)

Income from discontinued operations prior to sale (net of
income laxes)

Guin on sale of operations (net ol mcome taxes) {4}

Income [rom discontinued operations

Cumulative effect of a change in accounting principle, net
ol income tax benelit of S614 (5)

Net Income

Earnings per share

Basic:

Income {rom continuing operations before
cumulative effect of a change in accounting
principle

Income from discontinued operations

Cumulative effect of a change in accounting principle
(5

Nel Income

Diluted:

Income (rom continuing operations before
cumulative effect ot a change in accounting
principle

Income from discontinued operations

Cumulative effect of a change in accounting principle

{5
Net Income

Weighted-average shares outstanding:
Basic

Diluted

YEAR ENDED DECEMBER 31,

2003 2004 2005 2006 2007
{In thousands, except per share data)
$259,631 $ 280,709 S304,460 $326,447 $339,599
1,240 861 641 1,098 1.069
260,871 281,570 305,107 327,545 340,668
168,937 189,204 204,990 212,171 215,006
780 470 384 666 629
37,439 39,167 42208 43,167 47.509
29,122 28,442 29,908 32,093 31,751
335 (1,274) (1.374) (1,189} {1,624)
(720 {3,482) — — _
517 1.707 143 223 16
24,461 27.336 28,848 40,414 47,381
9 891 9,931 9,833 9,608 9.871
(141 (128) (96) (181) (126}
(96) (304) (231} 418) (193)
14,807 17.837 19342 31,405 37.829
6.077 6,584 7.792 14.416 14.301
8,730 11,249 11.550 16989 23,528
160 S48 454 10
-— 185 2282 153
160 548 639 2,292 153
{1,067) —- — — _
S 7.823 S 11,797 S 12,189 S 19.281 S 23.681
S 0.6 S 0.83 S 085 S 1.22 S 1.67
0.01 0.04 0.04 0.17 0.01
(0.08) — — — —
S 0.58 S 0.87 S 089 N 1.39 S }.08
S 0.64 S 0.82 S 084 ) 1.21 5 1.66
0.02 0.04 0.04 016 0.01
(0.08) — — _
S 0.5% S 0.86 S 0.88 S 1.37 S 1.67
13,439 13.497 13,661 13.871 14088
13,558 13.665 3.821 14.043 14.196




(1Y 2004 includes a charge of approximately 52.5 million to bad debt expense to write off or reserve for accounts
receivable ol a major cuslomer.

(2) Includes asset impairments. The 2004 results include a S1.4 million charge (or 50.07 per diluted share, net of income
1ax) Related to our determination that certain landfill permitting eflorts had a less than probable chance of success. The
20006 results include a 0.2 million charge {or 5.01 per diluted share, net of income tax} related to our determination
that certain landfill permitting efforts had a less than probable chance of success,

P (3) The 2004 results include a gain of approximalely $3.5 million (or 50.16 per diluted share, net of income fax) related to
b0 the sale of certain collection and hauling operations. Business dispositions occurring afler January 1, 2005 have been
o reflecied as discontinued operations. See Note | of our Notes to Consolidated Financial Siatements,

b (4)  The 2006 results include a gain of approximately 52.2 mitlion (or S0.16 per diluted share, net of income fax) related to
9 the sale of a landfill operation in Jacksonville, Florida, See Note 2 ol our Notes to Consolidated Financial Stalements.
» (5)  Asrequired, we adopted SFAS No. 143, decounting for Asset Retirement Obligations, on January 1, 2003 In

{ commection with the adoption of SFAS No. 143, we recorded a charge in 2003 of approximately $1.1 million (net of

income laxes ol $5614,000), or S0.08 per share, for the cumulative efiect of a change in accounting principle.
(6) Asrequired, we adopted SFAS No. 123R, Share-Based Paviment, on January 1, 2006. In connection with the adoption

% of SFAS No. 123R, we recorded expense ol approximately 50.5 million or S0.04 per share for 2006.
A (7)  The 2007 results include approximately 51.9 million in professional fees associated with the proposed going private
] lransaction.
i YEAR ENDED DECEMBER 31,
6) 2003 2004 25 2006 2047
) {In thowsands, except per share data)
Other Operating Data:
0 Net cash provided by operating activities S 39,076 S 46,484 S 46370 S 45,066 S 64,340
i Net cash used in mvesling aclivities (48.924) (34.210) {54.980) (29,688) (64,581)
Net cash provided by (used i) financing activities 12,241 (13.956) 7,740 {15,297y 2,946
] Balance Sheet Data:
Cash and cash equivalents S 4127 S 2445 5 1575 S 1.656 S 4361
Working capital (deficit) (305) (6,855) (14.647) {109} (5.579)
: Property and equipment, net 191,309 198,551 216,390 218,039 234,034
] Total assets 330,528 337.048 368,153 370,279 409,033
“ Long-term debt and capital lease obligations, net ol current
maturities 157,657 146,136 155,530 150,249 157,941
Shareholders™ equity $106.,959 §117,711 S129.499 S145871 S163.389
Cash dividends declared and paid per share S 0.08 5 016 S 024 S 038 5 045l
f
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion should be read in conjunction with our consolidated financial statements for the vears ended
December 31, 2006 and 2007 and notes thereto included in this report.

Overview

We are a regional, vertically integrated provider of solid waste services. We were founded by our Chairman ol the
Bourd of Directors in 1970. We operate in North Carolina. South Carolina, Virginia, Mississippi, Tennessee and Georgia,
providing solid waste collection, transfer, recycling, processing and disposal services for commercial, industrial, municipal
and residential customers. At December 31, 2007, we operated 34 collection operations, 29 transler stations, approximately
66 county convenience drop-olT centers, 12 recycling facilities and nine landfills in the Southeastern U.S. We had revenues of
$327.5 million and operating income of $40.4 million in the year ended December 31, 2006, and revenues of $340.7 million
and operating income of $47.4 million in the year ended December 31, 2007,

Total revenues attributable to services provided are as [ollows (dollars in thousands):

Year Ended December 31,

2003 2006 2007
Collection:

Residential S 66,907 S 74933 S 81218
Commercial £3,882 91,3555 96,221
Industrial 86,194 89.933 88.241
Disposal and transfer 44,297 46.285 48,375
Recycling service 4,820 4,719 4422
Recyeled commodity sales 4.997 3941 4,739
Other 13.369 15,081 16,383
Total service revenues S 304,466 5326447 $339.599

From 1990 through December 31, 2007, we acquired. either by merger or assel purchase, 115 solid wasle collection or
disposal operations, with nine being acquired in 2007, eight being acquired in 2006 and 14 being acquired in 2005, All of
these acquisitions were accounted for as business combinations. Accordingly. the results of operations of these acquired
businesses have been included in our lnancial statements only from the respective dates of acquisition and have affected
period-to-period comparisons of our operating results. During the year ended December 31, 2007, we did not have any
significant acquisitions requiring the presentation of the acquired company s historical financial statements. We anticipate
that a significant part of our future growth will come from acquiring additional solid waste collection, transfer and disposal
businesses and. therefore, we expeet that additional acquisitions could continue to aflect period-to-period comparisons ol our
operating results. Current levels ol population growth and cconomic development in the Southeastern U.S. and our strong
market presence in the region should provide an opportunity 10 increase our revenues and market share. As we add customers
in existing markets. our density should improve, which we expect will increase our collection efliciencies and prolitability.

fxecutive Summary
I 2007, we continued 1o focus on our initialives for achieving positive resulls and improving our performance. They
are:
+  Strengthening our competitive position in desired markets:
» Internalizing more of our waste volume;
«  Increasing revenucs from our landfil} operations; and
»  Employing best practices to deliver exceptional service.
Our performance for 2007 was impacted by the business climale we operale within, which saw:
« Increased service delivery costs primarily due to higher fuel prices and costs to transler waste; and
« A downlum in certain sectors of our business due 1o worsening general economic conditions.

Despite these challenges. our revenues increased 4.0% Lo 5340.7 million and our revenues per man-hour improved by
3.2%,. In 2007, we performed extensive rerouting of collection operations acquired throughout the year, In addition. we have



increased employee training and centered our efforts on fleet maintenance, data management, and customer pricing. We
believe these elTorts will better position our company lor growth in 2008,

Service revenue growth of 4.0% was primarily comprised of 1.0% internal growih and 2.8% of net acquisition growth.
Approximalely 2.2% of the infernal growth was due to pricing. We implemented a pricing stralegy to adjust pricing on
accounts thal were not meeling standards, and in some cases, we chose 1o give up accounts that refused reasonable price
mmcreases, resulting in a negative 1.5% volume component of internal growth for 2007, Energy surcharges contributed
additional growth of (.3% in 2007 as we continued 1o adjust pricing o cover certain inflationary costs, as discussed below.

Acquisition growth was 2.8% during 2007, impacted by 17 business acquisitions and two business dispositions over the
two-year period ended December 31, 2007. Revenues {tom acquisition activily are considered in acquisition growth until the
first anniversary date of the acquisition. All acquisitions in 2006 and 2007 were tuck-ins and a continuation of our plan to
expand in selected markets in order to achieve betler route density and leverage our overhead cost siructure.

We have experienced, as have others in our industry sector, increased operating costs which include higher fuel costs,
third party disposal [ees, and transler costs. Most significantly, our average fuel cost per gallon increased approximately
6.2% in 2007, We implemented a fuel surcharge program in late 2005 based upon a regional fuel index, which is designed to
recover most ol the fuel cosl increases.

Our 2007 capital expenditures of approximately $36.9 million decreased by $4.3 million over the prior year. These
capital expenditures included §14.6 million primarily related to cell construction al our landfills.

In 2007, we paid 57.2 million in cash dividends compared to $5.3 million in 20006,

110

Despite higher capital spending and increased cash dividend payments, our debt 1o tolal capitalization ratio of 50.3% at
December 31, 2007 improved over the prior year ralio of 531.9%. We believe our $200 million revolving credit facility, which
matures in October 2009, provides sufficient capital in combination with our cash Mow [rom operating activities to fund our
near term growth stralegy, capital expenditures and dividends. As of December 31, 2007, we had approximately 526.0
million available under this facility.

General

Our branch waste collection operations generale revenues [rom fees collected from commercial, indusirial and
residential collection and transler station customers. We derive a substantial portion of our collection revenues from
commercial and industrial services that are performied under one-year lo five-year service agreements. Our residential
collection services are performed either on a subscription basis with individual households, or under contracts with
municipalities, apartment owners, homeowners associations or mobile home park operators. Residential cusiomers on a
subscription basis are billed quarterly in advance and provide us with a stable source of revenues. A liability for future
service is recorded upon billing and revenues are recognized during the month in which services are actually provided.
Municipal contracts in our existing markets are typically awarded. at least initially. on a competitive bid basis and therealter
on a bid or negotiated basis and usvally range in duration from one to five years, Municipal contracts provide consistenl cash
flow during the terms of the contracts.

Our prices Tor our solid waste services are typically determined by the collection frequency and level of service, route
density, volume, weight and type of waste collected, type of equipment and containers furnished, the distance 1o the disposal
or processing facility, the cost of disposal or processing, and prices charged in our markets for similar services.

Our ability Lo pass on cost increases is sometimes limited by the terms of our contracts. Long-term solid waste
collection contracts typically contain a formula, generally based on a predetermined published price index, for automatic
adjustment ol lees to cover increases in some, bul not all, operating costs.

Al December 31. 2007, we operated approximately 66 convenience sites under contract with nine counties in order to
consolidale waste in rural areas. These contracts, which are usually competitively bid, generally have terms of one 1o Nive
vears and provide consistent cash flow during the term of the contract since we are paid regularly by the local government. At
December 31,2007, we also operated 12 recycling processing [acilities as part of our collection and transfer operations where
we collect. process. sort and recyele paper products. aluminum and steel cans, pallets. plastics. glass and other items, Our
recveling facilities generate revenues from the collection, processing and resale of recycled commodities, particularly
recyveled wastepaper. Through a centralized elTort we reset] recycled commodities using commercially reasonable practices
and seek to manage commodily-pricing risk by spreading the risk among our customers. We also operale curbside residential
recveling programs in connection with our residential collection operations in most of the communities we serve,
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Operating expenses for our collection operations include labor, fuel, equipment maintenance and tipping [ees paid to
landfills. At Decentber 31, 2007, we operated or transferred rom 29 transfer stations that reduce our costs by improving our
wtilization of collection personnel and equipment and by consolidating the waste stream 1o gain more favorable disposal rates.
At December 31, 2007, we owned or operated nine landf{ills. Operating expenses for these landfill operations include labor,
equipment, legal and administrative, ongoing envirenmental compliance, host community fees, site maintenance and aceruals
for closure and post-closure maintenance.

Cost ol equipment sales primarily consists of our cost to purchase the disposal compactors and containers that we
resell.

We capitalize certain expenditures related to pending acquisitions or development projects that meet siringent
capitalization criteria. Indirect acquisition and project development cosls, such as executive and corporate overhead, public
relations and other corporate services, are expensed as incurred. Our policy is 1o charge against nef income any unamortized
capitalized expenditures and advances {net ol any portion thereof thal we eslimaie to be recoverable, through sale or
otherwise) relating to any operation that is permanently shut down, any acquisition that is not consummated and any landfill
development project that is not expected to be successfully completed. Engineering, legal, permitting, construction and other
costs directly associated with the acquisition or development of a landfill, together with associaled interest, are capitalized.

Selling, general and administrative, or SG&A, expenses include management salaries, clerical and administrative
overhead, professional services, costs associated with our marketing and sales lorce and community relations expense.

Property and equipment are depreciated over the estimated useful life of the assets using the straight-line method.
Other income has not historically been material to our results ol operations.

To date, inflation has not had a significant impact on our operations.

RESULTS OF OPERATIONS

The following table sets forth [or the periods indicated the individual line items reflected in our consolidated statements
of operations (some items have been condensed for presentation purposes only):

YEAR ENDED DECEMBER 31,

{In theusands)

2005 2006 2007
Service revenues 5304400 5326447 5339,599
Equipment sales 641 1,098 1.069
Tolal revenues 305407 327.545 340,668
Operations 204,990 212,171 215,006
Cost of equipment sales 384 666 629
Selling, general and administrative 42,208 43.167 47.509
Depreciation and amortization 29 908 32.093 31,751
Gain on sale of property. equipment and other assels (1.374) (1.189) (1.624)
Impairment of property, equipiment and other assets 143 223 16
Operaling income 28,848 40,414 47.381
Interest expensc, net of interest ncome 9.738 9,427 9,871
Other income (232} (418) (319)
Income [rom continuing operations before income 1ax expense 19,342 31.405 37.829
Income tax expense 7,792 14,416 14,301
[ncome [rom continuing operations 11,550 16,589 23528
Income trom discontinued operations 639 2,292 153
Nel Income S 120089 S 19281 S 23.681
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The following 1able sets forth for the periods indicated the percentage of revenues represented by the individual line
items rellected in our statements of operations (some itlems have been condensed for presentation purposes only):

YEAR ENDED DECEMBER 31,

2008 2006 2007
Service revenues 99.8% 99.7% 99.7%
Equipment sales 0.2 03 0.3
Total revenues 100.0 100.0 100.0
Operations 67.2 (4.8 63.1
Cosl of equipment sales 0.1 0.2 0.2
Selling, general and administrative 13.8 13.2 13.9
Depreciation and amortization 9.8 9.8 9.3
Gain on sale of property, equipment and other assets (0.4) (0.4) (0.4)
Impairment of property, equipment and other assels — 0.1 —
Operaling icome 95 12.3 13.9
Interest expense, net of interest income 3.2 29 29
Other income — 0.2 0.0
Income [rom continuing operations before income lax expense 6.3 9.6 1.1
Income tax expense 25 4.4 4.2
Income {rom continuing operations 38 5.2 6.9
Income from discontinued operations 0.2 0.7 —
Net Income 4.0% 3.9% 0.9%

Year Ended December 31, 2007 Compared To Year Ended December 31, 2006

Revenues. Total revenues increased S13.1 nuillion, or 4.0%, to §340.7 nullion in 2007 from §327.5 million in 2006.
This increase was altributable primarily Lo increases in residential collection revenue of $6.3 million, commercial collection
revenue of $S4.7 million, and disposal revenue of S2.2 million.

The lollowing lable provides the components of service revenue growth:

SERVICE REVENUE GROWTH 2007
Price 2.2%
Volume (1.5)%
Energy surcharge 0.3%

Total Internal Growth LO%
Commaodities 0.2%
Acquisitions 2.8%

Total Service Revenue Growth 4.0%

Service revenue growth of 4.0% was comprised of 1.0% internal growth and 2.8% of net acquisition growth.
Approximately 2.2% ol the internal growth was due to pricing. We implemented a pricing sirategy to adjust pricing on
accounts that were nol meeting standards. In some cases, we chose o give up accounts that refused reasonable price
increases, resulting in a negative 1.5% volume component of internal growth for 2007, Energy surcharges contribuled

2

additional growth of 0.3% in 2007 as we continued 1o adjust pricing to cover certain inflationary cosls.

Cost of Operations. Costs of operations (including equipment sales) increased $2.8 million, or 1.3%. 10 5215.6 million
in 2007 from S212.8 million in 2006, Cost of operations as a percenfage of revenue decreased in 2007 to 63.3% from 65.0%
in the prior year period.




The following lable summarizes the components of cost of operations as a percenlage of revenue:

_ZE 07 Change
Labor and related benefits 18.8% 18.7% -0.1%
Landfill fees, transfer and disposal 25.4%, 23.7% -1.7%
Fuel 5.8% 6.0% 0.2%
Repairs and maintenance - fleet 6.4% 6.6% 0.2%
Insurance 6.0% 5.8% -0.2%
Other 2.4% 2.3% -0.1%
Tolal cost of service operations 64.8% 63.1% -1.7%
Cost ol equipment sales 0.2% 0.2% 0.0%
Cost of operations including equipment sales 65.0% 63.3% -1.7%

Disposal costs continue 1o decrease as a percentage of revenue as more of the wasle we collect is disposed into our landfills.
Fuel costs increased 6.2% on a per-gallon basis for the year ended December 31, 2007, compared with the same period in
2006.

Selling, General & Administrative Expenses. SG&A expenses increased 4.3 million, or 10.1%, 10 547.5 million in
2007 from $43.2 million in 2006. SG&A as a percentage of revenues increased 1o 13.9% in 2007 from 13.2% in 2006.

The following table sunumarizes the components of SG&A expenses (amounts 1n thousands):

246 2007 Change
Labor and related benefits $23,378 524,830 $1.452
Provision for doubtiul accounts 569 1,678 1.109
Prolessional lees 5,246 6,198 952
Insurance 2,183 2,467 284
Rent 2,122 2,058 (64)
Travel and entertainment 1,592 1881 2389
Utilities 1,403 1,187 {129
Other 6,674 7.210 449
Total SG&A S43,167 S47.5309 54342

Labor and related benelits increased primarily due 1o increased administrative headcount and wage increases, The
increase in our provision for doubtful accounts was primarily due 1o the collection in 2006, of an approximately 50.8 million
receivible previously included in the allowance for doubtful accounts. The increase in professional fees 1s primarily
altributable to approximately S1.9 million of fees associated with the proposed going privale transaction.

Depreciation and Amortization. Depreciation and amortization expense includes:

+  depreciation of property and equipment on a straight-line basis from 3 to 30 years;

»  amortization of Tandiil] costs on a units-of-consumption basis as the land{ill airspace is consumed;

»  amortization of land(ill asset retirement costs as the landfil] airspace is consumed: and

«  amortizalion of intangible assets with a definite life over 5 to 10 years, using either a 200% declining
balance approach or straight-tine basis. based on the economic benefil we expect to recelve.

Depreciation and amortization expense decreased by $0.3 million. or 1.1%, lor the vear ended December 31, 2007
compared 1o the same period in 2006 as a result of decreased land/ill amortization, partially offset by increased depreciation
on fixed assets.

Gain on Sale of Property and Equipment and Other Assets. The amounts reflected feor 2006 and 2007 represent
gains on sales ol operaling assets. typically facilities and collection vehicles.
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Asset Impairment. The 2006 amounts primarily represent impairment of capitalized landfill development costs as we
determined the likelihood of successiul completion was less than probable. The amounts in 2007 represent impairment ol
fixed assels temporarily taken out of service.

Interest Expense {net of interest income). Interest expense {net of interest income) increased in 2007 primarily due to
additional debt 1o fund acquisitions. liming of debt repayment and mterest rates.

Income Tax Expense. The effective income 1ax rate decreased o 37.8% in 2007 from a rate of 45.9% in 2006
primarily due to released FIN 48 positions as a result of tax statute expirations and deferred tax adjustments in 2007. The
2006 tax rate was affected by the revaluation of cur deferred lax liabilities at a higher estimated deferred tax rate resulting
{rom apportionment and re-assessment of state fax planning stralegies.

Discontinued Operations, [ncome {rom discontinued operations, net of imcome taxes decreased 52.1 million from
2006. In 20006, we disposed of a landfill operation (effective April 1, 2006) in the Jacksonville, Florida market, resulting in a
cumulative afler-tax gain of $2.2 million. In 2007, we recognized an additional after-1ax gamn of approximately S0.2 million
on this sale as a resull of receipt ol additional proceeds.

Net Income. Nel income increased $4.4 million, or 22.8%. to $23.7 million in 2007 {rom $19.3 million in 2006. This
increase was primarily due to overall higher gross margin and favorable income tax adjustments, partially oiTsel by higher
SG&A expenses and no gain on discontinued operations for 2007,

Year Ended December 31, 2006 Compared To Year Ended December 31, 2005

Revenues. Total revenues increased $22.4 million, or 7.4%, 1o $327.5 million in 2006 from $305.1 million in 2005.
This increase was altributable primarily to increases in residential collection revenue of $8.0 million, commercial collection
revenue of §7.7 million, and industrial revenue of $3.7 million.

The following table provides the components of service revenue prowth:

SERVICE REVENULE GROWTH 2006
Price A 1%
Volume (2.3Y%
Energy surcharge 1%

Total Internal Growth 2.9%
Commodities (0.4)%
Acquisitions, net of dispositions 4.7%

Total Service Revenue Growth 17.2%

Service revenue growth off 7.2% was comprised of 2.9% internal growth and 4.7% of net acquisition growth. Of that
internal growih, approximately 4.1% was due Lo pricing. We implemented a pricing stralegy 1o adjust pricing on accounts
that were not meeting standards and in some cases, we chose to give up accounts that refused reasonable price increases,
resulting in a negative 2.3% volume component ol internal growth for 2006. Energy surcharges contributed additional growth
of 1.1% in 2006 as we continued to adjust pricing o cover certain inflationary costs.

Cost of Operations. Costs of operations (including equipment sales) increased 57.5 million. or 3.6%, (o S212.8 million
in 2006 {rom 5205.4 milhon in 2005, Cost of operations as a percentage of revenue decreased in 2006 to 65.0%, {from 67.3%,
in the prior year period.




The following table summarizes the components of cost of operalions as a percentage of revenue:

2005 2006 Change
Labor and relaied benefits 16.9% 18.8% 1.9%
Landfill (ees, transfer and disposal 28.2% 25.4% -2.8%
Fuel 5.5% 5.8% 0.3%
Repairs and maintenance - fleel 5.8% 6.4% 0.6%
[nsurance 6.9% 6.0% -0.9%
Other 3.9% 2.4% -1.5%
Total cost of service operations 67.2% 64.8% -2.4%
Cosl of equipment sales 0.1% 0.2% 0.1%

67.3% 65.0% -2.3%

Cost of operations including equipment sales

Disposal costs continue to decrease as a percentage of revenue as more of the waste we collect is disposed into our

landills. Casualty and workers compensation insurance Cosls were lower due o favorable insurance pricing as well as an
improved experience rating. Fuel costs increased | 1% on a per-gallon basis for the year ended December 31, 2006, compared

with the same period in 2005.

Selling, General & Administrative Expenses. SG&A increased S1.0 million, or 2.3%, to $43.2 million in 2006 from
$42.2 million in 2005. SG&A as a percentage of revenues decreased 1o 13.2% in 2006 from 13.8% in 2005.

The following table summarizes the components of SG&A expenses (amounts in thousands):

2005 20006 Change
Labor and related benelils $20.642 523,378 S 2,736
Provision for doubtiul accounts 2.033 569 (1.464)
Professional fees 6.402 5,246 (1,156)
Insurance 2,132 2,183 51
Rent 1,974 2,122 148
Travel and entertainment 1.736 1.592 (144)
Utlities 1.667 1,403 (264)
Other 5.622 6,674 1,052

Total SG&A 542,208 S43,167 S 939

Labor and related benefits increased as we increased our administrative headcount, incentive-based compensation.
rovision for unvested carned leave benefits. The decrease in our provision for doubtiul

ction in 2006 of an approximately S0.8 million receivable previously included in the
attributable to reduced reliance on external

stock option expense and our p
accounts was primarily due to the colle
allowance for doubtful accounts, The decrease in professional fees is primarily
resources lor Sarbanes-Oxley compliance.

Depreciation and Amortization. Depreciation and amortizalion expense includes:
+  depreciation ol property and equipment on a straight-line basis [rom 3 to 30 vears:
«  amortization of landfill costs on a units-ol-consumption basis as the Tand (11} airspace is consumed:
. amortization of landfilt asset retirement costs as the land (i} airspace is consumed, and
. amortization ol intangible assets with a definite hife over 5 1o 10 veurs. using cither a 200% declining

balance approach or straight-line basis, based on the economic benefit we expect 1o receive,

Depreciation and amorlization expense increased by $2.2 million, or 7.3%. for the vear ended December 31. 2006
compared to the same period in 2005 as a result of ixed asset and intangible asset additions. ncluded in depreciation and
amortization expense lor the vear ended December 31, 2006 was a favorable adjustment related to change in estimated lives
and salvage values ol certain collection vehicles and approximately $0.4 million in additional land{ill amortization resulting
from our annual SFAS No. 143 landill review.




Gain on Sale of Property and Equipment and Other Assets. The amounts reflected for 2005 and 2006 represent
gains on sale of operating asseis, typically facilities and collection vehicles,

Asset Impairment. The amounts represented in 2005 represent impairment of {ixed assels temporarily taken out of
service. The 2006 amounts primartly represent impairment of capitalized landGll development costs as we determined the
likelihood of success{ul completion was less than probable.

Interest Expense (net of interest income). Interest expense (net of interest income) decreased in 2006 primarily due
to repayment of debt with proceeds from the sale of a landfill operation.

Income Tax Expense. The efleclive income lax rafe increased 10 45.9% in 2006 from a rate ol 40.3% in 2005
primarily due to revaluing our deferred tax liabilities at a higher estimated deferred tax rate of 39.3%, resulting from
apportionment and re-assessment ol state tax planning siralegies.

Discontinued Operations. [ncome {rom discontinued operations, net of income taxes increased $1.6 million from
2005. In 2003, we disposed ol certain operations in the Atlanta market area. In 2006, we disposed of a landfill operation
(effective April 1, 2006) in the Jacksonville, Florida market, resulting in a cwmulative after-tax gain of 52.2 million. These
dispositions are reflected in the consolidated stalements of operations as if they had occurred on January 1, 2004,

Net Income. Net income increased 57.1 million, or 538.2%, to §19.3 million in 2006 {rom §12.2 million in 2005, This
increase was primarily due to overall higher gross margin and the gain on the sale of discontinued operations, partially offset
by increased depreciation and amortization, SG&A expenses, and income tax expense.

Liguidity and Capital Resources

Our working capital was a negative 55.6 million and a negative S0.1 million at December 31, 2007 and 2006,
respectively. The negalive amounts were primarily the result of using cash generated from operations for capital expenditures
and acquisitions, both long-term assets. Our strategy in managing our working capital has been to apply the cash generated
from operations that remains available after satisfying our working capital and capital expenditure requirements to reduce
indebledness under our bank revolving credit facility and 1o minimize our cash balances. We generally linance our working
capital requirements from internally generated funds and bank borrowings. In addition to internally generated funds, we have
in place {financing arrangements to salisly our currently anticipated working capital needs in 2008.

We have a revolving credit agreement with a syndicale of lending institutions for which Bank of America acis as agent.
This S200 million credit facility provides expansion capacity up 1o 8300 million through October 2009,

Virtually all of our assets and those ol our subsidiaries, including our interest in the equity securities of our
subsidiaries, secure our obligations under the revolver. Pursuant to an intercreditor agreement with Bank of America,
Prudential Insurance shares in the collateral pledged under the revolver. In addition, our subsidiaries have puaranteed our
obligations under the Prudential term loan facilities. The revolver bears inlerest al a rale per annum equal Lo, at our option,
cither a Bank ol America base rate or al the Eurodollar rate (LIBOR) plus, in each case, a percentage rate that Nuctualtes.
based on our leverage ratio. from 0% Lo 1.0% for base rate borrowings and 1.25% 1o 2.5% for LIBOR rate borrowings. The
revalver requires us to maintain financial covenants and satisfv other requirements, such as minimum net worth, net income,
and limits on our capital expenditures and indebledness. 1L also requires the lenders™ approval of acquisitions in some
circumstances. We were in compliance with these financial covenanis as of December 31, 2006 and December 31, 2007, As
of December 31, 2007, an aggregaie ol approximately S101.0 million was outstanding under the revolver, with an average
interest rate on outstanding borrowings ol approximately 6.3%. Availability under this facility was approximately 526.0
million as of December 31, 2007 aller consideration of outstanding letters of eredit.

We have two $25.0 million term facilities with Prudential, of which §10.7 million in the aggregale was outstanding as
of December 31, 2007. Principal repayments are due annually on each of the Tacilities. The Prudential facilities require us to
maintain financial covenants, such as mimumum net worth. net income, and limit our capital expenditures and indebtedness.
We were in comphance with these financial covenants as of December 31, 2006 and December 31, 2007, inferest on the two
Prudential facilities is paid quarterly, based on fixed rates for the two lacilities of 7.21% and 7.09%. respectively.

On September 10, 2003, we entered into a $9.5 million income tax exempt variable rate bond with Sampson County,
North Carolina for the funding of expansion at our landiill in that county. This bond payable was in addition 1o our existing
S30.9 million Sampson facility. In December 2007, we entered into a $13.0 million income tax exempt variable rate bond
with Wake County, North Caroling for funding the construction of the Wake County landfill for which we are contracted to
construct and operate. All three bonds are backed by letters of credit issued by Wachovia Bank N.A. as a participating lender
under our Bank of America svandication. The average inlerest rate on outstanding borrowings under both Sampson facilities
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was approximately 5.5% and 4.8% at December 31, 2006 and 2007, respectively. The average inferest rale on outstanding
borrowings under the Wake facility was approximately 4.8% at December 31, 2007.

As of December 31, 2007, we had the following contractual obligations and commercial commitments {in thousands):

PAYMENTS DUE BY PERIOD

Less Than

Contractual Obligations Total 1 Year 1103 Years 4o S Years Over 5 Years Other
! Long-term debt (1) (2) $215,040 516416 S114,443 S 5117 S 79,064 S
Expected landfill liabilities (3) 7,881 273 7,608 — —
Disposal agreement (4) 826 803 23 — —
Purchase commitments (5) 8,700 8,700 — —
Operaling leases (6) 6,020 1,918 1,575 469 2 058 —
Capital leases (7) 200 180 18 2 — —
Tax conlingency reserves (8) 6,663 4 300 — - 2,363
Total contractual cash obligations §245,330 £32,590 5123667 S 5,588 S 81,122 $2.363
(1) Includes recorded principal amounts outstanding at December 31, 2007 of S101.0 mitlion under our revolver, S10.7 !

million under the Prudential term facilities, and $53.4 million under the bond facilities. Our revolver allows us Lo
borrow up to $200.0 million. with further expansion capacity available upon lenders” approval, provided we are in
compliance with the facility’s loan covenants. Includes projected interest assuming the various debt facilities are held
1o maturity at current rales.

(2)  Asdisclosed in Note 10 of our consolidated financial statements, we have entered into various interest rate swaps,
which fixed the interest rate for a portion of our debt. These agreements expired in 2007. Additionally, we have entered
into commodity contracts 1o hedge our recycling revenue received for old corrugated cardboard. The commodity
contracts have a term of three vears. The [air values of the cardboard commodity contracts are recorded on our
consolidated balance sheets as current and long-term liabilities of approximately $1.1 and S0.3 million as of’
December 31, 2007, respectively. We also use heating oil option agreements Lo manage a portion ol our exposure o
fluctuations in diesel [uel oil prices. The fair value of the fuel commodity contract was recorded on our consolidated
balance sheet as an asset of approximately S0.1 million as of December 31, 2007. The above table does not include any
obligations lor these arrangements.

(3)  Liabilities are based on current costs and include capping. closure, post-closure and environmental remediation costs.
These costs represent the expected landfill Liabilities we will incur for linal capping. closure and post-closure for the
airspace consumed Lo date. We will recognize additional liabilities for these types of costs as airspace is consumed in
each landfill. These obligations are recorded in our consolidated balance sheets.

(4)  Agreements whereby we agree to deliver a minimum amount of waste at a set rate. These obligations are recorded in
our consolidated balance sheets based on actual volume.

(5) Represents purchase obligations not yet recorded on our consolidated balance sheets consisting primarily of collection
vehicles and landfill equipment.

(6) Represents [ulure minimum lease payments under our existing operating leases. These payments are not recorded as
obligations in our consolidated balance sheets with the exception of any delerred rental credils due to lease escalation
clauses. Includes operating lease payments of approximately $0.5 million related to the lease of a ransfer stalion in
Georgia that we will be obligated to purchase in July 2010 for an additional S1.5 million, pending satisfaction of an
environmental contingency by the lessor.

(7)  Includes recorded principal amounts outstanding as of December 31, 2007 of $0.2 million under capital lease
agreements as well as anlicipated interest payments.

(8)  Includes recorded tax contingency reserves related to adoption of FIN 48 (see Note 8 to our Consolidated Financial
Statements) that may not be future cash obligations to us and whose payment timing may not be reasonably estimated.
We believe that within the next twelve months, it is reasonably possible that we could pay approximately S2.6 to 54.3
million relating o uncertain lax positions.

We use [inancial surety bonds for a variety of corporate guarantees. The two largest uses ol financial surety bonds are
for municipal contract performance guarantees and landiil] closure and post-closure lnancial assurance required under
applicable environmental regulations. Envirenmental regulations require demonstrated financial assurance 10 meet closure
and post-closure requirements for landiills. In addition to surety bonds. these requirements may also be met through
alternative Nnancial assurance instruments, including insurance and letters of credit,




AMOUNT OF COMMITMENT EXPIRATION PER PERIOD

Total Amnunts Less Than
Commercial Commitments Committect 1 Year 1 to 3 Yeurs Over 3 Years
(in thousunds)
Standby letters of credit S 17,987 S 17987 § — 5 —
Performance bonds 38.264 38,264 — —
Total commercial commitments S 56,251 S 56251 § — 5 —

Nel cash provided by operating activities totaled $64.3 million for the year ended December 31, 2007 and consisted of
net income of §23.7 million plus non-cash adjustments such as depreciation and amortization, of $37.1 million and net
changes in assels/liabilities of $3.5 million,

For the year ended December 31, 2007, net cash used in investing activities was $64.6 million. Of this, $24.2 million
was used to fund the cash portion of acquisitions, $6.6 million was placed in escrow for future landfill development
obligations and 5$36.9 million was used for capital expenditures, of which $14.6 million was for land(ill expansion, with the
balance primarily for investments in equipment, consisting primarily of trucks and containers. Cash inflows from investing
activities included 52.9 million received from the sale of property and equipment and other assets.

For the year ended December 31, 2007, capital expenditures were $36.9 million, compared to $41.2 million in 2006. As
an owner and potential acquirer of additional new land{ill disposal facilities. we ntight be required 1o make significant
expenditures 1o bring newly acquired disposal facilities into compliance with applicable regulatory requirements, obtain
permits for newly acquired disposal facilities or expand the available disposal capacity at any such newly acquired disposal
facilities. The amount of these expenditures cannot be currently determined because they will depend on the nature and exient
of any acquired landhll disposal facilities, the condition of any facilities acquired and the permitling status of any acquired
sttes. We expect we would fund any capital expenditures to acquire solid waste collection and disposal businesses, o the
extent we could not fund such acquisitions with our common stock and any regulalory expenses for newly acquired disposal
[acilities through borrowings under our existing credit facilities.

We have linancial obligations relating to closure and post-closure costs. or long-term care of disposal facilities that we
operate or for which we are or might become responsible. Landlil] closure and pust-closure costs include estimalted costs o
be incurred Tor final closure of landlills and estimated costs or providing required post-closure monitoring and maintenance
of landfills. We estimate these future cost requirements based on our interpretation of the technical standards of the EPA s
Subtitle D Regulations.

Our estimate of capping, [inal closure ol our operating facilities, and post-closure monitoring costs considers when the
costs would actually be paid and factor in inflation and discount rates. We provide accruals for these [uture costs (generally
for a term of 30 years after final closure of any landfill), and will provide additional aceruals for these and other landfills we
might acquire or develop in the future, based on engineering estimales of consumption ol airspace over the uselul lives of
such facilities, Due to the intherent uncertainties related to the total costs for capping, linal closure of our operating facilities
and post-closure monitoring costs, there can be no assurance that our ultimate lnancial obligalions for actual closure or posl-
closure costs will not exceed the amount accrued and reserved or amounts otherwise receivable pursuant lo insurance policies
or trust funds. Such a circumstance could have a material adverse effect on our financial condition and results of operations.

For the year ended December 31, 2007, net cash provided by financing activities was $2.9 million, which primarily
included net borrowings of long-term debt {including capital leases) of $7.6 million. cash dividends paid ol $7.2 million and
S2.4 million in proceeds from stock option exercises.

Cash flows from operations discontinued in 2006, other than sales proceeds. have not been presented separately in our
consolidated statements of cash tlows. as they are not significant to operating, investing and [inancing cash Qows. The
dispositions of these discontinued operations produced proceeds of approximately S8.0 million, S16.4 million and $0.3
millien in the years ended December 31, 2005, 2006 and 2007, respectively.

Al December 31. 2007, we had approximately S165.2 million of long-term and short-term borrowings outstanding
(including capital leases) and approximately $36.3 million in letters ol credit including performance bonds. The ratio of our
total debt (including capital leases) to total capitalization was $0.3% at December 31, 2007. compared (0 51.9% as ol
December 31, 2006.




Off-Balance Sheet Arrangements
At December 31, 2007, we had the following off-balance sheet arrangements:

One of our wholly-owned subsidiaries entered into a Franchise Agreement with Camden Counly, North Carolina,
effective November 4, 2002 (see ltem 3 — Legal Proceedings). Pursuant o the Franchise Agreement, we have agreed to
indemnify the County, its officers, employecs and agents, which would include the County Commissioners, against all claims
arising out of the Franchise Agreement. As a result, we are liable for the expenses of, and any damages or other awards
ultimately determined against, those defendants. This arrangement did not materially affect our financial position, results of
operations or liquidity during the year ended December 31, 2007 nor is it expected to have a material impact on our lulure
financial position, results ol operations or liquidity.

We are leasing a transfer station in Georgia for approximately 51 7,100 per month that we will be obligated to purchase
at the end of the lease term (July 31,2010) for an additional $1.5 million provided that the lessor satisfies an environmental ]
remediation contingency.

Newly Adopted Accounting Pronouncements

For discussion of the new accounting standards that affect us. see Note | to our consolidated financial statements
included in this Form 10-K.

Application of Critical Accounting Policies and Estimates

We have established various accounting policies that govern the application of accounting principles generally
accepted in the United States of America in the preparation ol our {inancial statements. Our significant accounting policies
are described in Note | to the consolidated financial statements. We consider our critical accounting policies 1o he those
accounting policies that require us to make significant estimates and assumptions thal have a material impact on the carrying
value of our assets and liabilities. The estimates and assumptions we use are based on historical experience and other factors,
which we believe to be reasonable under the circumstances. Aciual results could dilfer significantly {rom these estimates and
assumptions that could have a material impact on the carrying value of our assets and liabilities al the balance sheet dates and
our resulls of operations [or the reporting periods.

We believe the following are critical accounting policies that require the most significant estimates and assumptions
that are particularly susceptible to a signilicant change in the future:

Allowance for Doubtful Accounts

We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our customers 10
make required payments. Our estimated allowance for doubtful accounts is based upon historical collection trends, type of
customer, such as municipal or non-municipal. the age of the outstanding receivables and existing economic conditions. The
allowance for doubtful accounts was S1.7 million and S1.0 million at December 31. 2006 and 2007, respectively.

Self-Insurance Reserves

We assume the risks for medical, dental, workers compensation, and casualty Insurance exposures up 1o certain loss
thresholds set Torth in separate insurance contracts. Our insurance accruals are based on claims filed and estimates of claims
incurred bul not reported and are developed by our management with assistance Trom third-party experts. The insurance
aceruals are influenced by our past claims experience [actors. which have a Jimiled history. 11 we experience insurance claims
or costs above or below our historically evaluated levels, our estimates could be materially affected. The frequency and
amount of claims or incidents could vary sigmficantly over time, which could materially alfect our self-insurance liabilities.
Additionally, the actual costs 1o settle the sell“insurance liabilities could materially differ {rom the original estimates and
cause us to incur additional costs in future periods associated with prior year claims.

Landfills

We have material [inancial commitments for {inal capping. closure and post-closure obligations with respect to our
landfills. We develop our estimates of final capping. closure and post-closure obligations using input from our third-party
engineers and internal accounting. Our estimates are based on our interpretation of current requirements and proposed
regulatory changes and are intended to approximate fair value. Absent quoted market prices, the estimate of fair value should
be based on the best available information, including the results of present value technigues in accordance with Statement of
Financial Accounting Concepts, or SFAC. No. 7. Using Cash Flow and Present Falue in Accounting Measurements. n
general. we rely on third parties Lo fulfil} most ol our obligations for final capping. closure and post-closure. Accordingly. the
[air market value of these obligations 1s hased upon quoted and actual prices paid lor similar work. We intend 10 perform

41 U




some of these capping, closure and post-closure obligations using internal resources. Where internal resources are expected to
be used to fulfill an assel retirement obligation, we have added a profit margin onto the estimated cost of such services (o
better reflect their fair market value as required by Statement of Financial Accounting Standards, or SFAS, No. 143,
Accounting for Asset Retivement Obligations. When we then perform these services internally, the added profit margin is
recognized as a component of operating income in the period earned. SFAC No. 7 further states that an estimale of fair value
should include the price that markelplace participants are able 1o receive for bearing the uncertainties in cash flows. However,
when uilizing discounted cash flow techniques, reliable estimates of market premiums may not be obtatnable. In this
situation, SFAC No. 7 indicales that it is nol necessary lo consider a market risk premium in the determination of expecled
cash flows. In the wasle industry, there is not an active markel that can be utilized (o determine the [air value of these
activities as there is no market that exisls for selling the responsibility for final capping, closure and post-closure obligalions
independent ol selling the landfill in its enlirety. Accordingly, we believe that it is not possible to develop a methodology to
reliably estimate a market risk premium and have excluded a market risk premium {rom our determination of expecied cash
flows for land{il] assel retirerent obligations in accordance with SFAC No. 7.

Once we have determined the estimates of final capping. closure and post-closure obligations, we then inflate those
costs to the expected time of payment and discount those expected future costs back 1o present value. We are currently
inflating these costs in current dollars until the expected time of payment using an inflation rate of 2.6% and are discounting
these costs Lo present value using a credit-adjusted, risk-free discount rale between 7.25% and 8.9%. The credit-adjusted,
risk-free rate is based on the risk-free interest rate adjusted for our credit standing. Management reviews these estimales al
least once per year. Significant changes in future final capping, closure and post-closure cost estimates and inflation rates
typically result in both (1) a current adjustment to the recorded liability (and corresponding adjustment 1o the landfill asset).
based on the land{ill’s capacity that has been consumed, and (2) a change in liability and asset amounts to be recorded
prospectively over the remaining capacity of the landfill. Any change relaled to the capitalized and future cost of the landfill
assel 1s then recognized in amortization expense prospectively over the remaining capacity of the landfill. Changes in our
credit-adjusted, risk-free rale do not change recorded liabilities, but subsequently recognized obligations are measured using
the revised credit-adjusted risk-free rate,

We record the estimated [air value of [inal capping. closure and post-closure obligations for our land[ills based on the
landfills™ capacity that has been consumed through the current period. This liability and corresponding asset is accrued on a
per-ton basis. The estimated fair value of each final capping event will be lully accrued when the tons associated with such
capping event have been disposed in the landfill. Additionally, the estimated fair value of total inal capping. closure and
post-closure costs will be Tully acerued for each fandfill at the time the site discontinues accepting waste and is closed.
Capping accruals generally consider the installation of Texible membrane and peosyntheltic clay liners, drainage and
compacted soil layers, and topsoil over portions of the landDll where total airspace has been consumed. Closure and post-
closure aceruals consider estimates [or methane gas control, leachale management and ground-water monitoring and other
operational and maintenance costs 1o be incurred after the site discontinues accepling waste, which is generally expected 10
be lor a period of up to 30 years after linal site closure. Daily mainienance activities, which include many ol these costs, are
incurred during the operating life of the landfill and are expensed as incurred. Daily maintenance activities include leachate
disposal; surface water, groundwaler, and methane gas monitoring and maintenance; other pollution conirol activities;
mowing and lertilizing the landfill cap; fence and road maintenance; and third party inspection and reporting costs. For
purchased disposal sites. we assess and record present value-based linal capping, closure and post-closure obligations at the
lime we assume such respensibilities. Such labilities are based on the estimated final capping. closure and post-closure costs
and the percentage of airspace consumed related to such obligations as of the date we assumed the responsibility. Thereafter.
we account for the landfill and related final capping, ¢losure and post-closure obligations consistent with the policy described
above.

Interest accretion on {inal capping, closure and post-closure obligations is recorded using the effective interest method
and is recorded as final capping. closure and post-closure expense. which is included in operating costs on the statement ol
operations.

In the United States, the closure and post-closure obligations are established by the Environmental Protection Agency's
Subtitles C and D Regulations. as implemented and applied on a state-by-state basis. The costs o comply with these
obligations could increase in the future as a result of legislation or regulation.

We routinely review our mvestment in aperating landiills to determine whether the costs ol these investments are
realizable. Judgments regarding the existence of impairment indicators are based on regulatory factors, market conditions and
operational performance of our landfills. Future events could cause vs to conclude that impairment indicators exist and thal
our landfill carrying costs are impaired. Any resulting impairment loss could have a material adverse impact on our {inancial
condition and results ol operations.




While the precise amounis of these future obligations cannot be determined, at December 31, 2007, we estimate lolal
landfill closure and post-closure costs ol approximately $7.9 million {or the airspace consumed to date. Qur estimate of these
costs considers when the costs would aclually be paid and factor in inflation and discount rales. We had accrued
approximately $7.1 million for such projected costs as of December 31, 2006 and subsequently paid approximately $0.2
million in 2007, We provide accruals for these fulure costs {generally {or a term of 30 years after final closure of any
landfill}, and will provide additional accruals for these and other landfills we might acquire or develop in the luture, based on
engineering estimates of consumption of airspace over the useful lives of such facilities. There can be no assurance that our
ultimate financial obligations (or actual closure or post-closure costs will not exceed the amount acerued and reserved or
amounts otherwise receivable pursuant to insurance pelicies or trust funds. Such a circumstance could have a material
adverse effect on our financial condition and results ol operations.

Derivative Financial Instruments

We utilize cash flow hedge agreements to manage a portion ol our risks related to [luctuation in interest rates and
certain commodity prices. The lair values of all derivative instruments are recorded as assets and liabitities in our
consolidated balance sheets, We formally document our hedge relationships, including identifying the hedge instruments and
hedged items, as well as our risk management objectives and strategies for entering into the hedge transaction. Our interest
rate swap derivative instruments qualify for hedge accounting treatment under SFAS No. 133, Accownting for Derivative
Instruments and Hedging Activities. In order to qualily for hedge accounting, eriteria must be met, including a requirement
that both at inception of the hedge, and on an ongoing basis, the hedging relationship is expected to be highly elfective in
offsetling cash flows attributable to the hedged risk during the term of the hedge. When it is delermined that a derivalive
ceases 10 be a highly effective hedge, we discontinue hedge accounting, and any gains or losses on the derivalive instrument
are recognized in earnings.

Acquisitions and Dispositions

Acquisition purchase price is allocated to identified intangible assets and tangible assets acquired and liabilities
asswmed based on our estimated fair values at the dates of acquisition, with any residual amounts atlocated (o goodwill. The
purchase price allocations are considered preliminary until we are no longer waiting for information that we have arranged 1o
obtain and that is known 1o be available or obtainable. Although the time required to oblain the necessary information will
vary with circumstances specific to an individual acquisition, the “allocation period™ for lnalizing purchase price allocations
generally does not exceed one year from the consummation of a business combination.

We often consununate single acquisitions of multiple solid waste collection or disposal operations. For each separately
identified solid waste collection or disposal operation acquired in a single acquisition, we perform an initial allocation ol total
purchase price to the acquired operation based on our relative fair value. Following this initial allocation of total purchase
price to the acquired operation. we further allocate the identified intangible assets and tangible assets acquired and liabilities
assumed for each solid waste collection or disposal operation based on our estimated fair value at the dates of acquisition.
with any residual amounts allocated to either goodwill or landfill site cosls.

From time 1o time, we consummate acquisitions in which we exchange operations we own for operations owned by
another solid waste company. These exchange transactions require us 1o estimate the fair market value of cither the
operations we receive or the operations we dispose ol whichever is more clearly evident. To the extent that the [air markel
value of the operations we dispose of differs {rom the lair market value of the operations we obtain. cash is either remitled or
received 1o ofTset the difference in fair market values.

From time 1o time. we dispose of certain operations that no longer it our stralegy. The tangible assels and certain
intangible assets sold are removed at book value. Goodwill 1s removed based on the refative [alr value of the business being
sold to the [air value of the reporting unit. which is our Company. We accrue additional consideration when it is probable the
funds will be received, generally at the time of receipl.

Intangible Assets

On an ongoeing basis, we perform an annual impairment test. At least quarterly, we also analyze whether an event has
occurred that would more likelv than not reduce its enterprise fair value below its carrying amount and, il necessary. will
perform a goodwill impairment test between annual dates, Impairment charges are recognized as operaling expenses. We
adopted July 31 as our annual assessment daie. We completed our annual impairment test as ol July 31,2007 and determined
1hat there was no geodwill impairment,
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Intangible assets with a definite life are amorlized over their expecled lives, typically [ive to ten years (see Note 4 10
our Notes 1o Consolidated Financial Statements) on a straight-line or accelerated basis to match the cconomic benefit
received.

Asset Impairment

We review long-lived assets for impairment on a market-by-market basis whenever events or changes in the
circumstances indicate that the carrying amount of an asset might not be recoverable. If an evaluation is required, the
projected future net cash flows on an undiscounted basis aitributable to each market would be compared to the carrying value
of the long-lived assets (including an allocation of goodwill, if appropriate) of that market. If an impairment is indicaled, the
amount of the Impairment is measured based on the {air value of the assel. We also evaluate the remaining useful lives to
delermine whether events and circumstances warrant revised estimales of such lives. Any resulling impairment loss could
have a malerial adverse impact on our financial condition and results of operations.

Loss Contingencies

We are subject lo various legal proceedings, claims and regulatory matiers, the oulcomes of which are subject to
significant uncertainty. We determine whether to disclose or accrue for loss contingencies based on an assessment ol whether
the risk of loss is remote, reasonably possible or probable and whether 1t can be reasonably estimated. We analyze our
litigation and regulatory matlers based on available information to assess the polential liability. Managemenl's assessment is
developed based on an analysis of possible outcomes under various stralegies. We accrue f(or loss contingencies when such
amounts are probable and reasonably estimable. I a contingent hability is only reasonably possible, we will disclose the
potential range of the loss, il estimable,

We record losses related 1o contingencies in cost of operations or selling, general and administralive expenses,
depending on the nature of the underlying transaction leading to the loss contingency.

Income Taxes

We record our incomie taxes based on the requirements of SFAS No. 109, Accownting for Income Taves, which
includes an estiumate of taxes payable or relundable tor the current year and delerred 1ax liabilities and assets for the [uture tax
consequences of events that have been recognized in our [inancial statements or tax returns,

Delerred 1ax assets and liabilities reflect the net tax effects of temporary differences belween the carrying amounts ol
assels and liabilities for financial reporting purposes and the amounts used for income tax purposes. We periodically assess
the realizability ol deferred tax assets and the adequacy of deferred tax labilities, including the results of local, state, or
lederal statutory tax audits or estimates and judgments used,

Realization of deferred tax assets associated with net operating loss and credil carryforwards is dependent upon
generating sufficient taxable income prior to their expiration by tax jurisdiction. We believe that it is more likely than not that
certain of these net operating loss and credil carrylorwards may expire unused and, accordingly, have established a valuation
allowance against them. Although realization 1s not assured for the remaining deferred tax assets, we believe it is more likely
than not that the deferred tax assets will be realized through future 1axable earnings or alternative tax strategies. However.
delerred tax assets could be reduced in the near term 1f our estimates ol taxable income during the carrylorward period are
significantly reduced or allernative lax strategies are no longer viable.

The amount of income tax that we pay annually is dependent on various lactors, including the timing of certain
deductions and ongoing audits by federal, and state tax authorities. which may result in proposed adjustments. We perform
reviews ol our income fax positions on a quarterly basis and acerue for potential contingencies in accordance with FIN 48,
Accruals for these contingencies are recorded based on an expectation as to the timing of when the contingency will be
resolved. As evenls change or resolution oceurs, these accruals are adjusted, such as in the case of audit seltlements with
taxing authorities. We believe we have adequately provided lor any reasonably foreseeable outcome related 1o these matters.

Our future results may include lavorable or unfavorable adjustments to our estimated Lax liabilities due 10 closure of
incomme tax examinations. new regulatory or judicial pronouncements, changes in tax laws, changes in projected levels of’
taxable income. future tax planning stralegies, or other relevant events. See Note § (o our consolidatedt financial statements
lor additional details regarding our tax contingencies.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE OF MARKET RISK

Quantitative Disclosures. We entered into interest rate swap agreements in March 2004 1o modifv the interest characteristics
ol our outstanding long-term debt and designated the qualifving istrument as a cash flow hedge. Under the terms of the
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agreements, the interest raie swaps hedged notional debt value of $40.0 million. These swaps were in effect for the period
November 2004 through February 9, 2007 with fixed rates of 2.7%.

Our cash flows are impacted by fluctuations in commodity pricing. To reduce our risk to market [luctuations, we enter
into commodity swap contracts to hedge our cash flows from the sale of old corrugated cardboard, or OCC. The notional
amounts hedged under these agreements represent approximately 52% of our current annual OCC volume.

We have used healing oil option agreements Lo manage a portion of our exposure to fluctuation in diesel fuel oil prices.
To date, such agreements have not been significant to our financial condition and results of operations. On December 28,
2004, we entered into a heating oil hedge contracl, effective January 1, 2005, to cap our exposure on .2 million gallons of
diesel luel at $1.90 per gallon. The hedge coverage represented approximately 80% of our first quarter 2005 diesel fuel
requirements, and expired on March 31, 2005. In November 2005, we entered into a heating oil hedge contract, effective
December 1, 2005, to cap our exposure on 2.5 million gallons ol diesel fuel at $2.53 per gallon through April 2006. In May
2006, we entered inlo a heating oil hedge contract, effective June 1, 2006, to cap our exposure on approximately 0.9 million
gallons of diesel fuel at $2.93 per gallon through May 2007. In Augusl 2006, we entered into a heating oil contract, effective
September 1, 2006, Lo cap our exposure on approximately 1.0 million gallons of diesel fuel at $3.05 per gallon through June
2007. In November 2007, we entered into a heating oil hedge contract, effective January 1, 2008 to cap our exposure on
approximately 0.6 million gallons of diesel [uel at S3.41 per gallon through June 2008.

We currently use approximately 7.0 million gallons of fuel per year. At this rate of consumption, a cost change of SO.10
per gallon would have a $700,000 impact on our annual operating income, prior 1o any recoveries [rom fuel surcharges.

The following table below presents principal cash flows and related weighted average interest rates of our long-term
debt al December 31, 2007 by expected maturity dates. Fair values have been determined based on our incremental
borrowing rate of 6.3% as of December 31, 2007

Total Total
Carrying Fair
2008 2004 2004 2001 2012 Thereafter Vialue Value
(st thousands)
Fixed Rate
7.21% S3.571 S — 5— 5— S— ) -— S 3571 S 3.589
7.09%, 3,572 3.571 — — — — 7,143 7.208
Variable Rale
6.25% — 101,004 — — — — 101,000 1(+1.000
4.78% — - — — — 13,000 13.000 13,000
4.80% — - — — — 40,355 40,3355 40,355
S7.143 S$104.571 5— S5— 5— S 53355 S165,069 S165,152

Qualitative Disclosures. Qur primary exposure relates to:

«  interest rate risk on long-term and short-term borrowings;

« the impact of interest rate movements on our ability (o meet interest expense payments and not exceed fnancial
covenants; and

«  the impact of interest rale movements on our ability to obtain adequate linancing to fund luture acquisitions.

We manage interest rate risk on outstanding Jong-term and short-term debl through the use of fixed and variable rate
debl, While we cannot predict the Impact interest rale movements will have on existing debt, we continue 1o evaluate our

financial position on an ongoing basis.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

See the Consolidated Financial Statements beginning on page F-1 of this report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.




ITEM 9A. CONTRGLS AND PROCEDURES
Disclosure Controls and Procedures.

We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of
1934, as amended which we reler to as the Exchange Act, that are designed to provide reasonable assurance that the
information that we are required to disclose in the reports that we file or submit under the Exchange Act is recorded,
processed, summarized and reporied within the time periods specified in the SEC’s rules and forms, and that such
information is accumulated and communicated 1o our management, including our Chiel Executive Officer and Chief
Financial Officer, as appropriale, to allow timely decisions regarding required disclosure. It should be noted that, because of
inherent limitations, our disclosure controls and procedures, however well designed and operaled, can provide only
reasonable, and not absolule, assurance that the objectives of the disclosure controls and pracedures are met.

As required by paragraph (b) of Rule 13a-15 under the Exchange Act, our Chief Executive Officer and our Chief
Financial Officer have evaluated the effectiveness of our disclosure controls and procedures as of the end of the period
covered by this report. Based on such evaluation, our Chiel Executive Officer and our Chiel Financial Officer have
concluded that, as ol the end of the period covered by this report, our disclosure controls and procedures were effective.

Changes in Internal Control Over Financial Reporting

Based on an evaluation under the supervision and with the participation of our management, including our Chief
Executive Officer and Chief Financial Officer, there has been no change (o our internal control over financial reporting that
oceurred during the three-month period ended December 31, 2007 that has materially afTected, or is reasonably likely to
materially affect, our internal control over financial reporting.

Management’s Report on Internal Control over Financiul Reporting

Our management is responsible for establishing and maintaining adequate internal control over financiai reporting (as
delined in Rule 13a-15(1) under the Exchange Act), Our internal control over financial reporling is a process thal 1s designed
under the supervision of our Chiel Executive Officer and Chiel Financial Officer, and effected by our board of directors,
management and other personnel, to provide reasonable assurance regarding the reliability of {inancial reporting and the
preparation of financial statements for external purposes in accordance with accounting principles generally accepted in the
United States of America. Our internal control over financial reporting includes those policies and procedures that:

i, Pertain to the maintenance of records that, in reasonable detail. accuralely and fairly reflect the transactions and
dispositions of our assets;

1. Provide reasonable assurance that transactions are recorded as necessary Lo permit preparation of {inancial statements in
accordance with accounting principles generally accepted in the United Stales of America, and that receipts and
expenditures recorded by us are being made only in accordance with authorizations of our management and board of
directors; and

iii. Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of’
our assels that could have a material efTect on our financial statements.

A controt system. no matter how well designed and operaled. can only provide reasonable, not absolute, assurance that
the objectives ol the control system arc met and musl reflect the tact that there are resource constrainis that require
management 1o consider the benefits of internal controls relative to their costs. Because of ils inherent limitations. internal
control over financial reporting may not prevent or detect all errors, Iraud or misstatements. Also, projections of any
evaluation of eltectiveness Lo future periods are subject to the risk that controls mav become inadequate because of changes
in conditions, or that the degree of compliance with the policies and procedures may deteriorate.

We carried out an evaluation ol the effectiveness of our internal control over financial reporting as of December 31,
2007 based upon the framework set {orth in the report titled “Internal Control - Integrated Framework™ published by the
Commiltee of Sponsoring Organizations of the Treadway Commitiee, or COSO. Through this evaluation. we did nol dentify
any malterial weaknesses in our internal controls and ouwr management has coneluded that our internal control over financial
reporting was elfective as ol December 31, 2007,

The effectiveness of our internal control over financial reporting as of December 31, 2007 has been audited by Deloitte
& Touche LLP. an independent registered public accounting firm. as stated in their report included in this Form H0-K.,




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Waste Industries USA, Inc. and Subsidiaries
Raleigh, North Carolina

We have audiled the internal control over financial reporting of Waste Industries USA, Inc. and subsidiaries (the “Company™)
as of December 31, 2007, based on criteria established in fnternal Control — Integrated Framework issued by the Comimitlee
of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting, included in the accompanying Management’s Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audil 1o obtain reasonable assurance about whether elfective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our

opinion,

A company’s internal control over financial reporting is a process designed by. or under the supervision ol. the company’s
principal executive and principal financial officers, or persons performing similar functions, and effected by the company's
board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of {inancial stalements for external purposes in accordance with generally accepted accounling
principles. A company’'s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assels of
the company; (2) provide reasonable assurance that transactions are recorded as necessary Lo permit preparation of linancial
statements in accordance with generally accepted accounting principles, and that receipls and expenditures of the company
are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company's assels that could have a material effect on the Ninancial stalements,

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override ol controls, material misstatements due to error or {raud may not be prevented or detected on
a timely basis. Also, projections ol any evaluation of the effectiveness of the internal control over financial reporting to future
periods are subject to the risk that the controls may become inadequate because ol changes in conditions, or that the degree of
compliance wilh the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, efTective internal control over financial reporting as ol
December 31. 2007, based on the criteria established in fnternal Control — Integrated Framework issued by the Commitlee
of Sponsoring Organizations of the Treadway Commission.

We have also audited. in accordance with the standards of the Public Company Accounting Oversight Board {United States),
the consolidated financial statements and (inancial statement schedule as of and for the year ended December 31, 2007 of the
Company and our report dated March 17, 2008 expressed an unqualified opinion on those financial statements and financial
statement schedule and included an explanatory paragraph relating to the adoption ol Statement of Financial Accounting
Standards No. 123(R). Share Based Payment, in 2006, and FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes. an luterpretation of FASB Statement No. 109, in 2007,

/s/ Deloitte & Touche LLP

Raleigh. North Carolina
March 17, 2008




ITEM 9B. OTHER INFORMATION

Not applicable.

PART IlI

Some information required by Part HI is omitled from this report because we will file, within 120 days afier the end ol
our 2007 fiscal year, either an amendment (o this Annual Report on Form 10-K/A or a delinitive proxy statement for our
2008 annual meeting of shareholders, portions of which will be incorporated herein by reference.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Some of the information required by ltem 10 of Form 10-K concerning our executive officers is set forth under the
heading “Executive Officers” located at the end of Part I of this Form 10-K.

Our Board of Directors has adopted a Code of Ethics applicable to our Chiel Executive Officer, Chief Financial
Officer, Chiel Accounting Officer or Controller or other persons performing similar functions. The Code of Ethics is an
appendix to our Code of Business Conduct, which is applicable to all of our directors and employees and that has been
adopted by our Board of Directors. The Code of Business Conduct, including the Code of Ethics, is posted on our websile at
wwiwv.wasteindustries.com.

Some information required by Hem 10 is omitted from this report because we will file, within 120 days alier the end of
our 2007 fiscal year, either an amendment (o this Annuat Report on Form 10-K/A or a delinitive proxy statement for our
2008 annual meeting of shareholders, portions of which will be incorporated herein by reference.

ITEM 11, EXECUTIVE COMPENSATION

Some information required by ltem 11 is omitted from this report because we will file, within 120 days afier the end of
our 2007 fiscal year, either an amendment to this Annual Reporl on Form 10-K/A or a definitive proxy statement for our
! Proxy
2008 annual meeting of shareholders, portions ol which will be incorporated herein by reference.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The follewing table sets forth certain information regarding the ownership of shares of our conumon stock as of’
February 28, 2008 by (1) each person known by us to beneficially own more than 5% of the outstanding shares ol common
stock, (2) each director of our company, (3) cach of our executive officers,, and (4) all directors and executive officers ol our
company as a group.

This table is based upon information supptied by our executive officers, directors and principal shareholders and from
Schedules 13D and 13G filed with the SEC. Unless otherwise indicated in the footnotes to this table and subject to
community properly laws where applicable, cach of the sharcholders named in this table has sole voting and investment
power with respect to the shares indicated as beneficially owned. Share ownership in each case includes shares issuable upon
exercise ol options that may be exercised within 60 days after March 14, 2008 for purposes of computing the percentage of
common stock owned by such person but not for purposes of computing the percentage vwned by any other person.
Applicable percentages are based on 14,168,559 shares outstanding on February 28, 2007, Except as Jisted otherwisc, the
address of cach listed stockholder is 3301 Benson Drive, Suite 601, Raleigh. North Carolina 27609,



Shares
Beneficially Percentage
Name Owned Owned
Poole/Perry Investors " 7,296,988 51.5%

Barclays Global Fund Advisors

45 Fremont Street

San Francisco, CA 94105 723,590 5.1%
Dimensional Fund Advisors lnc %

1299 Ocean Avenue, | 1th Floor

Santa Monica, California 90401 751,111 5.3%
Lennie C. Poole, Jr. Grantor Trust dated May 1, 1995 1,741,729 12.3%
Lonnie C. Poole, Ir, #m 3,349 000 23.6%
Lonnie C. Poole, [1] “'" 2,504,767 17.7%

Scott J. Poole ™™
7901 Sirickland Road. Suite 155

Raleigh, North Carolina 27615 2,857,955 20.2%
Jim W, Perry * 1,324,039 9.3%
Glenn E. Futrelt ™ 14,634 *
Paul F. Hardiman '™ 15,628 *
James A, Walker " 9,973 *
Harry M. Habets ' 29,769 *
D. Stephen Grissom ' 40,851 *
Harrell J. Auten, 111" 17,377 *
Michael J. Durham "' 1,093 *
All directors and executive officers as a group (10 persons) ° 7.314,251 S1.5%
* Less than one percent.

(13 Asreported in Schedule 13D/A filed by the Poole/Perry Investors on January 24, 2008. The Poole/Perry Inveslors
consist of Lonnie C. Poole, Jr., Lonnte C. (Ven) Poole, 111, Scott J. Poole, Jim W. Perry. the Lonnie C. Poole, 111
Irrevocable Trust (Tailwalker Trust), the Lonnie C. Poole. [11 rrevocable Trust (Tailwalker Non-GST Trust), the
Lonnie C. Poole. Jr. Grantor Trust dated May 1, 1995, the Perry hrevocable Trust u/a‘d December 13, 2007, and the
Damas 1T Charitable Remainder Unitrust uw/a/d 12/13/07/ The address ol the Poole trusts is the same as for Scott J.
Poole, The address of the Perry Trust is 7215 Manor Qaks Drive, Raleigh, North Carolina 27615, The address of the
Damas Trust is 2600 Hilltop Farm Avenue, Apex, North Carolina 27502

(2] Asreported in Schedule 13G filed on January 23, 2007. The Schedule 13G filed by Barclays Global Fund Advisors
states that Barclays holds these shares in trust accounts for the economic benefit of the beneliciaries of those accounts.

(3)  Asvreported in Schedule 13G Nied on February 9, 2007, According to the Schedule 13G, Dimensional is an investment
advisor registered under Section 203 of the Investment Advisors Act of 1940, Dimensional furnishes investment advice
or serves as investment manager to funds consisting of four investment companies registered under the Investment
Company Act of 1940 and certain other commingled group trusts and separate accounts. In its role as investment
advisor or manager, Dimensional possesses investment and/or voting power over the shares, and may be deemed (o be
the beneficial owner of the shares held by the lunds. However. all shares are owned by the funds. Dimensional
disclaims beneficial ownership of the shares.

As reported in Schedule 130/A filed by the Poole/Perry Investors on January 24, 2008,

(53 Includes 4,021 shares underlying vested options. 61,320 held by an investment partnership of which Mr. Poole serves
as general partner, and 1.741.729 shares held by the Lonnie C. Poole, Jr. Grantor Trust, of which Mr. Poole is the
grantor. Excludes 30,168 shares held by Mr. Poole's wife, 35,263 shares held by Mr. Poole’s mother, 45,000 shares
held by the Waste Industries Foundation of which Mr. Poole’s wile is the president, and 700,000 shares held by the
Damas 1l Charitable Remainder Trust wasd 12/13/07. of which Mr. Poole disclaims any and all beneficial or pecuniary
inlerest.

(6} Includes 2.912 shares undertying vested options and 1,741,729 shares held by the Lonnie C. Poole, Ir. Grantor Trust of
which Mr. Poole and his brother Scott J. Poole are the joint trustees. Excludes 7.830 shares held by Mr. Poole’s mother
in g custodial account for his children. of which Mr. Poole disclaims any and all benelicial or pecuniary interest.

{7)  Includes 1.741.729 shares held in the Lonnie C. Poole, Jr. Grantor Trust of which Mr. Poole and his brother Lonnie C.
Poole. 11 are the joint trustees, 28536 shares held by the Tailwalker Trust for the benefil of the children of Lonnie C,
Poole, I1E of which Mr. Poole is the trustee, and 411.410 shares held by the Tailwalker Non-GST Trust {or the beneltt
of the children of Lonnie €. Poole. H1 of which Mr. Poole is the trustee. Excludes 7,314 shares held by Mr. Poole's
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mother in a custodial account for his children, of which Mr. Poole disclaims any and all beneficial or pecuniary
mnterest.

(8) Includes 5,975 shares underlying vesied options. Excludes 15,000 shares held by Mr. Perry's wife and 50,000 shares
held by the Perry 2007 Irrevocable Trust of which Mr. Perry’s wile is the trusiee, of which Mr. Perry disclaims any and
all beneficial or pecuniary interesl.

(9) Includes 1,113 shares underlying vested options.

(10) Includes 9,341 shares underlying vesled options.

{11) Includes 3,826 shares underlying vesied oplions.

{12) Includes 4,119 shares underlying vested options.

(13) Includes 2,654 shares underlying vesied options.

(14) Includes 2,692 shares underlying vesied options.

(15) Includes 493 shares underlying vested options.

(16) Includes the shares and shares underlying vested options discussed in footnotes (5), (6) and (8) - (13).

(17) Asrequired by SEC regulation, Lonnie C. Poole, Jr., Lonnie C. Poole, 1] and Scott J. Poole each must report the shares
of Waste Industries common stock that each of them beneficially owns, which results in many of the same shares being
reporled by each of them. The aggregate number of shares of Waste Industries common stock that Lonnie C. Poole, Jr.,
Lonnie C. Poole, Il and Scott J. Poole, and their affiliates that are reported by each of them in the table, beneficially
owned is 5,225,852 shares, or 36.9%, of Wasle Industries common stock outstanding on February 28, 2008.

We do not require our directors to own a nunimum number of shares of our stock. At December 31, 2006, none ol the
shares owned by our directors and execulive officers were pledged as security for any loan.

The information required by llem 12 of Form 10-K regarding our one equity compensation plan is found in Item 5 of
this report under the heading “Equity Compensation Plan.”

ITEM I3. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required by ltem 404 of Regulation S-K is found in “Notes to Consolidated Financial Stalements”
under Note 11, “Related Parly Transactions.”

The information required by Hem 407(a) of Regulation S-K is omilled (rom this report because we will file, within 120
days after the end of our 2007 fiscal year, either an amendment to this Annual Report on Form 10-K/A or a delinitive proxy
statement for our 2008 annual meeting of shareholders, portions of which will be incorporated herein by relerence.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The Audit Committee of our Board of Directors appointed the firm of Deloitte & Touche LLP, Raleigh. North
Carolina, to serve as our independent registered public accounting [irm for the fiscal year ended December 31, 2007.
Deloitte & Touche has audited our accounts since 1983 and has advised us that it does not have, and has not had, any direct
or indirect financial interest in our company or subsidiaries in any capacity other than that of serving as independent auditors.

Audit Fees. Deloitte & Touche billed us aggregate fees of S981,000 and S1,524.000 [or professional services rendered
and expenses incurred for the integrated audits of our consolidated lthancial statements for fiscal years 2007 and 2006,
respectively. and for reviews of the [inancial statements included in our quarterly reports on Form 10-Q Tor the first three
guarters of those fiscal years.

Auddit-Related Fees. Deloitte & Touche billed us aggregate fees of S56,0(0) in fiscal year 2007 related 10 services
incurred on acquisitions and FIN 48 implementation. There were no audit-related {ees in 2006.

Tux Fees. Deloitte & Touche billed us aggregate fees of approximately $76,000 and 5224.000 in fiscal years 2007 and
2000, respectively. for services rendered for general tax consulling activities and the preparation of our fax returns in [iscal
vear 2006.

Al Oeher Fees. Deloitic & Touche billed us aggregate fees of approximately S63.000 and $1,500 in fiscal years 2007
and 20006, respectively. The fees incurred for fiscal vear 2007 were for assistance with Form S-8 registration statements and
services associated with our proposed poing privale transaction. In addition. we were billed for a computer based accounting
research subscription in Niscal years 2007 and 2006, respectivelyv.

In considering the nature of the services provided by Deloitte & Touche as discussed above, the Audit Committec

determined that such services were compatible with the provision of independent andit services. The Audit Commitiee
discussed these services with Deloitie & Touche and our management 1o determine that they are permitted under the rules
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and regulations concerning auditor independence promulgated by the SEC to implement the Sarbanes-Oxley Act of 2002, as
well as the Public Company Accounting Oversight Board.

Although the Audit Committee does not have formal pre-approval policies and procedures in place, it pre-approved all
of the services performed by Deloitte & Touche as discussed above, as required by SEC regulation.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)  The lollowing Financial Statements, Financial Statement Schedules and Exhibits are filed as parl of this report or

incorporated herein by reference:

1. Financial Stalements. See Index to Consolidated Financial Statements on page F-1.

2. Financial Statement Schedule.

Schedule 1l - Valuation and Qualifying Accounts is found on page S-1.

The financial stalement schedule should be read in conjunction with the consolidated financial
statements. The financial statemem schedules not included in this annual report on Fornt 10-K have been
omitted because they are not applicable or the required information is shown in the [inancial slalements

or included in the notes thereto.
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(b)  Exhibits.

The exhibits filed as part of this Report are listed.

| Exhibit Registrant’s Exhibit Filed
Number  Description of Doacument Form Filed Number  Herewith
‘ 2.1 Agreement and Plan of Merger dated December 17, 2007. 8-K December 20, 2007 2.1
2.2 Limited Guarantee dated December 17, 2007. 8-K December 20, 2007 2.2
3.1 Articles of Incorporation, as currently in effect, S-4 October 13,2000 3.1
32 Amended and Restated Bylaws dated April 18, 2007 8-K April 24, 2007 32
10.1 November 14, 200
1997 Stock Plan, as amended on August 4, 2003, 13-Q 3 10.1
10.2 Note Purchase and Private Shelf Agreement with The Prudential
Insurance Company of America dated April 3, 1996. S-i April 21, 1997 10.3

10.3  Note Purchase and Private Shell Agreement with The Prudential
Insurance Company of America dated as of June 30, 1998. 10-Q August 14, 1998 10.4

10.4  Change in Control Agreement dated October 30, 2001 belween
the Registrant and D. Stephen Grissom 10-K March 31, 2003 10.14

10.5 Amended and Resiated Note Purchase Agreement dated March
31,2001 among the Company and The Prudential Insurance
Company of America and Alliliates. 10-K March 30, 2004 10.15

10,6 Amended and Reslaled Note Purchase and Private Shelf
Agreement dated March 3F, 2001 among the Company and The
Prudential Insurance Company of America and Afliliates. 10-K March 30, 2004 10.16

t0.7  Amendment and Consent dated August 27, 2003 among the
Company and Prudential Insurance Company of America and
Alfiliates, amending the Amended and Restated Purchase Nole
Agreemenlt and the Amended and Restated Note Purchase and
Private Shelf Agreement dated March 31, 2001, 10-K March 30, 2004 10.17

10.8  Amendment and Consent effective March 31, 2005 among the
. Company and Prudential Insurance Company and Affiliates,
amending the Amended and Restated Nole Agreement and the
Amended and Restated Note Purchase and Private Shell
Agreement dated March 31, 2001. 10-Q May 17, 2005 1319

i 10.9 Amended and Restated Revolving Credit Agreement dated
; : March 24, 2006 among the Company, Bank of America, N.A..
| Wachovia Bank, N.A., Branch Banking and Trust Company and
other lenders. 8-K March 30, 2006 10.21

10,10 Amendment and Consent effective March 24, 2006 among the
Company and Prudential Insurance Company and Affiliates,
amending the Amended and Restated Note Purchase Agreement
and the Amended and Restated Note Purchase and Private Shell
Agreement dated March 31, 2001, Bank of America. N.A.,
Wachovia, N.A., Branch Banking and Trust Company and other

lenders. 8-K March 30. 2006 10.22
1011 Form of Amendment 10 Change in Control Agreement dated

January 15,2007 between the Company and certain officers, 8-K January 18, 2007 10.23
10,12 Change in Conlrol Agreement dated January 15, 2007 between

the Registrant and Harrell 1. Auten. 1. 8-K January 18, 2007 10.24
10.13  Amendment to Employment Agreement dated April [8, 2007,

Lonnie C. Poole, 1. 8-K April 24, 2007 10.25
[0.14 2007 Long Term Incentive Plan. 10-Q August 3, 2007 10.26
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Exhibit Registrant's Exhibit Filed
Number Description of Bocument Form Filed Number  Herewith
10.15 1998 Board of Directors Compensation Plan. S-8 August 3, 2007 10.206
10.16 2007 Board of Directors Compensation Plan. S-8 August 3, 2007 10.27
10.17.  Amendment 10 the Company 1997 Stock Plan. 8-K December 20, 200" 10.27
10.18. Commitment Increase Agreement dated September 16, 2005 among the

Company, Bank of America N.A. {the “Increasing Bank”) and Bank of

America, N A. (the successor by merger to Fleet National Bank). 8-K Seplember 22, 2005 10.24
21 List of Subsidiaries. 10-K  March 17, 2008 21 X
23.1  Consent of Independent Registered Public Accounting Firm. 10-K March 17, 2008 231 {
311 Certification of the Chief Executive Officer pursuant to rule 15d-14 {(a)

under the Securities Exchange Act of 1934, 10-K March 17, 2008 301 X
31.2  Certification of the Chiefl Financial Officer pursuant to rule 15d-14 {a)

under the Securities Exchange Act of 1934, 10-K March 17, 2008 31.2 X
32.1  Certification by the Chief Executive Officer pursuant to 18 U.S.C. 1350 as

adopted pursuant to Section 906 of the Sarbanes-Oxley Act ol 2002. 10-K  March 17, 2008 32.1 X
322 Certification by the Chief Financial Officer pursuant to 18 U.5.C. 1330 as

adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 10-K March 17, 2008 322 X
99.01  Support Agreement, dated Oclober 22, 2007, 13E-3  January 24, 2008 ((2)
9902 Debt Commitment Letter, dated October 22, 2007, 13E-3  January 24, 2008 (b
99.03  GS Equity Commitment Letter, dated December 17. 2007. 13E-3  Junuary 24, 2008 (D)(3)
99.04  MIP Equity Commitment Letler, dated December 17, 2007. 13E-3  January 24, 2008 {(d})
9905 Lonnie C. Poole Jr. Rollover Commitment Letter, dated

December 17, 2007. 13E-3 January 24, 2008 (D5
99.06 Lonnie C. Poole, Ul Rollover Commutment Letter dated

December 17, 2007, 13E-3  January 24, 2008 (dX6)
99.07  Scott J. Poole Rollover Commitment Letter, dated

December 17, 2007, 13E-3  January 24, 2008 (DD
09.08 Jim W, Perry Rollover Commitment Letter, dated

December 17, 2007. I3E-3  January 24, 2008 (dX(8)
99.08 Lonnie C. Poole, Jr. Grantor Trust Rollover, dated

December 17, 2007, 13E-3  January 24, 2008 ()"
99.10  Tailwalker Rollover Equity Commitment Letter, daled

December 17, 2007, 13E-3  January 24, 2008 (1)
99.11  Tailwalker Trust Rollover Equity Commitment Letter, dated

December 17, 2007. 13E-3  January 24, 2008 (A1)
99.12  Amendment to Debl Commitment Letter, dated

December 17, 2007. 13E-3 .IEIHUHT}’ 24, 2008 ((l)( 12)
99,13 Joinder Agreement. dated December 13, 2007, 13E-3  January 24, 2008 (d)(13)
9914 Interim Investors Agreement, dated December 17, 2007. 13D/A December 20, 2007 (d)(14)
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

WASTE INDUSTRIES USA, INC.

Date: March 17, 2008 By:/s/ Jim W. Perry

JIM W. PERRY
PRESIDENT AND CHIEF EXECUTIVE OFFICER

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

SIGNATURE CAPACITY DATE
sE0m W, Perry Director, President and Chiel Executive March 17, 2008
HM W, PERRY Officer (Principal Executive Officer)
fs/ D, Stephen Grissom Chief Financial Officer (Principal March 17, 2008
[>. STEPHEN GRISSOM Financial and Accounting Officer)
/s/ Lonnie C. Poole, Ir. Chairman March 17, 2008

LONNIE C. POOLE, JR.

/s/ Paul F, Hardiman Drirector March 17, 2008

PAUL F. HARDIMAN

/s/ Glenn E. Fultrell Director March 17, 2008

GLENN E. FUTRELL

/sf James A. Walker Director March 17, 2008

JAMES AL WALKER
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Sharcholders of
Waste Industries USA, Inc. and Subsidiaries
Raleigh, North Carolina

We have audited the accompanying consolidated balance sheels of Waste Industries USA, Inc. and subsidiaries (the
“Company™) as of December 31, 2006 and 2007, and the related consolidated statements of operations, shareholders’ equity
and comprehensive income, and cash flows for each of the three years in the period ended December 31, 2007. Cur audits
also included the (inancial statement schedule listed in the Index at Hem 15. These [inancial statements and financial
statement schedule are the responsibility of the Company’s management. Our responsibility is (o express an opinion on the
financial statements and (inancial slatement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United
States). Those standards require that we plan and perform the audit 1o obtain reasonable assurance about whether the financial
statements are free of material missiatement. An audit includes examining, on a test basis. evidence supporting the amounts
and disclosures in the Ninancial statements. An audit also includes assessing the accounting principles used and significant
estimales made by management, as well as evaluating the overall linancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consohidated financial statements present fairly, in all material respects, the linancial position of Waste
Industries USA, Inc. and subsidiaries at December 31, 2006 and 2007, and the results of their operations and their cash flows
for each ol the three years in the period ended December 31, 2007, in conformity with accounting principles generally
accepted in the United States of America. Also, in our opinion, such lnancial statement schedule, when considered in
relation 1o the basic consolidaled financial statements laken as a whole, presents lairly, in all material respects, the
information set forth therein.

As discussed in Note 1 1o the consolidated linancial statements, in 2006, the Company adopted Statement of Financial
Accounting Standards No. 123R, Share- Based Pavment. In addition, as discussed in Notes | and &, in 2007, the Company
adopled the provisions of FASB Interpretation No. 48, Adccounting for Uncertaini in Income Taxes, an interpretation of
FASB Statement No. 109,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (Uniled States),
the Company’s internal control over [inancial reporting as ol December 31, 2007, based on the criteria established in fnternal
Control—Iintegrated Framework issued by the Commitiee ol Sponsoring Organizalions ol the Treadway Commission and our
report dated March 17, 2008 expressed an unqualified opinion on the Company's internal control over financial reporting.

faf Deloite & Touche LLP
Raleigh, North Carolina
March 17, 2008




WASTE INDUSTRIES USA, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In Thousands, Except Share Data)
December 31, recember 31,
2006 2007
ASSETS
CURRENT ASSETS:
Cash and cash equivalents S 1,656 S 4,361
Accounls receivable - trade, net 35,573 33,227
Accounts receivable - other 835 1,902
Spare parts, supplies, and fuel inventories 1,083 917
Deferred income taxes 1,787 1,336
Prepuaid insurance 401 206
Other current assels 1,742 3,483
Total current assets 43,077 45432
PROPERTY AND EQUIPMENT, net 218,039 234,034
GOODWILL 97,562 111,771
OTHER INTANGIBLE ASSETS, net 7,388 6,995
RESTRICTED CASH 731 7,352
OTHER NONCURRENT ASSETS 3,482 3,449
TOTAL ASSETS S 370,279 S 409,033
LIABILITIES AND SHAREHOLDERS® EQUITY
CURRENT LIABILITIES:
Accounts payable - trade S 13318 5 15703
Acquisition related liabilities 273 1.042
Accrued liabilities and other payables 3,626 5913
Current mafurities of long-term debl 7.143 7.143
Accrued wages and benefits 5317 5,965
Closure/post-closure liabilities 755 273
Income laxes payable 268 —
Reserve {or self-insurance 5490 6.463
Deferred revenue 6.996 8.500
Total current Liabilities 43,186 51011
LONG-TERM DEBT, NET OF CURRENT MATURITIES 150,069 157,926
NONCURRENT DEFERRED INCOME TAXES 23,513 20,458
TAX CONTINGENCY RESERVES — 6,663
CLOSURE/POST-CLOSURE LIABILITIES 6.347 7.608
OTHER LONG-TERM LIABILITIES 1,293 1.978
COMMITMENTS AND CONTINGENCIES (Note 13) — —
SHAREHOLDERS' EQUITY:
Common stock, no par value, shares authorized 80,000,000 shares issued and
outstanding: 2006 - 13,962,609; 2007 - 14.168.559 43,179 45,808
Paid-in capital 8,624 9.554
Retained carnings 93,903 108.093
Accumulated other comprehensive income (loss). net of income taxes 163 (66)
Total shareholders” equity 145 871 163,330
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY S 370279 S 409,033
See Notes to Consolidated Financial Statements.
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WASTE INDUSTRIES USA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31, 2005, 2006 and 2007
(In Thousands, Except Per Share Data)

i 2005 2006 2007
! REVENUES:
Service revenues $304,466 $326,447 $339,599
Equipment sales 641 1,008 1,069
Total revenues 305,107 327,545 340,668
OPERATING COSTS AND EXPENSES:
Operaling {exclusive of depreciation and amortization shown below) 204,990 212,171 215,006
Cost of equipment sales 384 666 629
Seiling, general and administrative 42,208 43167 47 509
Depreciation and amortization 29,908 32,093 31,751
Gain on sale of property, equipment and other assets (1.374) (1,189) (1.624)
Impairment of property, equipment and other assets 143 223 16
Total operating costs and expenses 276,259 287,131 293287
OPERATING INCOME 28,848 40,414 47381
Interest expense 9,833 9,608 9871
Interest income {96) (181) {(126)
Other (231) (418) (193)
Total other expense, net 9,506 3,009 0,552
INCOME FROM CONTINUING QPERATIONS BEFORE INCOME TAXES 19.342 31,405 37,829
INCOME TAX EXPENSE ATTRIBUTABLE TO CONTINUING OPERATIONS
7,792 14416 14,301
INCOME FROM CONTINUING OPERATIONS 11,550 16,989 23,328
DISCONTINUED OPERATIONS:
Income from discontinued operations prior (o sale (net of income taxes) 454 10 —
Gain on sale ol operations (net of income laxes) 185 2,282 53
INCOME FROM DISCONTINUED OPERATIONS 639 2,292 153
NET INCOME S 12,189 S 19,281 S 23,681

See Notes 1o Consolidated Financial Statements
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WASTE INDUSTRIES USA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS - continued
Years Ended December 31, 2005, 2006 and 2007
{In Thousands, Except Per Share Data)

2005 2006 2007
EARNINGS PER SHARE
Basic:
Inceme from continuing operations S 085 S 1.22 S 1.67
income from discontinued operations 0.04 0.17 0.01
NET INCOME S 0.89 S 139 S 1.68
Diluted:
Income from continuing operations S 0.84 S 1.21 S 1.66
Income [rom discontinued operations 0.04 0.16 0.01
NET INCOME S 088 § 1.37 S 1.67
WEIGHTED-AVERAGE NUMBER OF SHARES
OUTSTANDING
Basic 13,661 13,871 14,088
Diluted 13.821 14,043 14,196
CASH DIVIDENDS PAID S 3,289 5 5283 S 7198
CASH DIVIDENDS DECLARED AND PAID PER SHARE OF COMMON STOCK S 0.24 S 038 S 051

See Notes 1o Consolidated Financial Statements




WASTE INDUSTRIES USA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY AND COMPREHENSIVE INCOME

Balance, January 1, 2004
Nel income

Other comprehensive income, net of
income taxes of ($309)
Unrcalized gain on eash fTow
hedges, net of
reclassilication adjustment
Other comprehensive
income
Comprehensive income
Income tax benetit from stock options

Issuances of stock

Exereise of stock options
Ciuncellation of shares

Cash dividends paid
Balance. December 31, 2003
Net income

(eher comprehensive income, net of
income taxes of ($343)
Unrealized gain on cash flow
hedges, net of
reclassitication adjustment
(nher comprehensive
income

Comprehensive income
Income 1ax benefit from stock options

[ssuances of slock
Exercise of stock options
Cancellation of sharcs
Cash dividends paid

Balunce, December 31, 2006
Nelmeome

Other comprehensive loss:

Unrealized loss on cush Hlow
hedges, net of income taxes
of S110

Postretirement expense, net of
income taxes of $64

Other comprehensive loss

Comprehensive inconte

Income tax benefit from stock options

Issvances of stock

Exercise of stock options

Stock option expense

Tax contingeney cumulative effect
adjisunen

Cash dividends paid

Balance, December 31,2007

Years Ended December 31, 2005, 2006 and 2007
{In Thousands)

SHARES

COMMON PAID-IN RETAINED
AUTHORIZED OQUTSTANDING STOCK CAPITAL  EARNINGS

ACCUMULATED
OTHER

COMPREHENSIVE

INCOMLE (LOSS)

TOTAL

SHAREHOLDERS?

EQUITY

80,000 13495 5 39308 S 7342 S 710058
— — 12,189

— - 402
6 v —
— 253 2028 - - -
— (18} (219) - _
— — — (3.280)

S 56

598

117,711
12,189

9%

398
12,787

402

79

2,028
(219)
(3.289)

&0.000 13,736 41.196 7,744 79.905
= - - 19.281

- — 346 —
4 78 - —
- 223 1.903 -
—- -- 334 -—

_ - (3,283)

654

(489)

129,499
19,281

[Eh]

{489)
18,7492

340

78

1. 903
534
(3.283)

50,000 13,963 43,179 8.624 93,503
- — - 23,681

- 8 240
198 2389 —

_ . {2,293)
— (7.198)

165

(165}

{66)

145871
23,081

(163)

(66
(231)

23,450
32
240

2389
628

(2.293)
(7.198)

Kooo 4169 S 45808 5 9554 3 108093

S (66)

163389

See Notes to Consolidated Financial Stalements.
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WASTE INDUSTRIES USA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2005, 2006 and 2607
{In Thousands)
2005 2006 2007
IERS’ OPERATING ACTIVITIES:
. Nel income S 12,189 S 19,281 S 23,681
L7 Adjustments to reconcile net income to net cash provided by operating
1189 activilies:
- Depreciation and amorlization 30,720 32,220 31,751
Landfill accretion expense 414 824 727
Amortization of debt issuance costs 967 513 409
598 Impairment of property, equipment and other assets 143 223 16
- Gain on sale of property and equipment and other assets (1,374) {1,189 (1,624
98 Gain on sale ol discontinued collection and disposal operations (184) (2,282) (153)
787 Stock compensation expense 79 612 867
10 Deferred income taxes 332 2,381 1,963
79 Change in [air value of commodity hedges (397) 644 1.224
028 Provision for doubtful accounts 2,001 1,557 2,022
(219 Changes in operating assets and liabilities, net of effects from acquisition and
289) disposition of related businesses:
499 Receivables (7.452) (2,326) (744)
281 Prepaid expenses and other current assets 1,317 2,074 269
Other assets 1,151 (305) 379
Accounts payable and accrued liabilities 4,530 (6,245) 4,635
Deferred revenue and other liabilities 1.844 {2,916) (1.282)
i Net cash provided by operating activities 46,370 45,066 64,340
4%9) INVESTING ACTIVITIES:
797 Acquisitions of operations (31,937) (6,190) (24,171
Purchases of property and equipment {34.264) (41,154) (36.886)
3‘”? Proceeds from sale of property and equipment and other assets 3415 2,209 2936
‘)(?]? Proceeds from sale of discontinued collection and disposal operations 7.988 16,354 270
51 Increase in restricted cash (175) (728) (6,621)
283) Other (7 (179} (109)
"'7'| Net cash used in investing activilies (54,980) (29,688) {64.581)
= FINANCING ACTIVITIES:
Proceeds rom issuance of fong-term debi 47,697 44,000 72.000
Principal payments of long-term debi (38.416) (55,245) (64.143)
163) Payment of dividends {(3.289) (5,283) (7.198)
(66) Principal payments of capital lease obligations (212) (441) (213)
5'” Financing costs {(68) (579 (191)
= Excess tax benefit from stock option exercises — 346 302
00 Net proceeds (rom exercise ol stock options 2,028 1.905 2389
::‘q’ Net cash (used in) provided by financing activities 7.74) (15,297) 2.946
28 (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (870) 81 2,705
03 CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 2,445 1,575 1,656
%; CASH AND CASH EQUIVALENTS, END OF YEAR S L3755 1656 S 4361
See Noltes to Consolidated Financial Statements.
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WASTE INDUSTRIES USA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2005, 2005 and 2007
(Dollars In Thousands)

2005 2406 2007
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for interest, net of capitalized interest 59,517 S 9,042 510,699
Cash paid for income taxes 53,863 18,383 S13.209

Supplemental Schedule of Noncash Investing and Financing Transactions—
During 20035, 2006 and 2007, the Company acquired approximately $561, S35 and $45, respectively, of fixed assets by
entering into capial lease arrangements,

As of December 31, 2006 and 2007, approximately S1,011 and $2.934 of fixed asset additions were included in accounts
payable, respectively.

During 2005, the Company sold an insurance policy in exchange for 17,617 shares of the Company’s common stock with a
fair value of approximately $219 (See Note 1 1).

During 2006 and 2007, the Company [inanced insurance premiums of approximately $3.915 and $3.930, respectively and
recorded prepaid insurance with an olfselting note payable for that amount.




WASTE INDUSTRIES USA, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

BASIS OF PRESENTATION AND ACCOUNTING POLICIES

Business Operations—Waste Industries USA, Inc. (the “Company™} is a regional solid wasle services company
providing solid waste collection, transfer, recycling, processing and disposal services to customers in North Carolina,
South Carolina, Georgia, Mississippi, Tennessee, and Virginia.

Proposed Going Private Transaction - On December 17, 2007, the Company entered into an agreemenlt and plan
of merger with Marlin HoldCo LP, a Delaware limited partnership (“HoldCo™), and the Company’s wholly owned
subsidiary, Marlin MergeCo Inc., a North Carolina corporation (“MergeCo™). Pursuant to the terms of the merger
agreement, MergeCo will merge with and into the Company, and, as a result, the Company will continue as the
surviving corporation and a wholly owned subsidiary of HoldCo. HoldCo is owned by an investor group (the “Investor
Group™) led by Lonnie C. Poole, Ir., the Company’s founder and Chairman, and Jim W. Perry, the Company’s
President and Chiel Executive Officer, and financial partners MIP Waste Holdings, L.P., an affiliate ol Macquarie
Inlrastructure Partners, and GS Direct, LLC, an affiliate of Goldiman, Sachs & Co.

Upon the completion of the merger, the Company would cease to be a publicly reporting company and would
cease all filings under the Securities Exchange Act of 1934, as amended,

The merger agreement was unantmously approved by the Special Commillee of the Company’s Board of
Directors that was appointed by the Board of Directors to consider this malter. The merger agreement was also
approved by the Company’s Board of Directors, with Lonnie C. Poole, Jr. and Jim W. Perry abstaining.

Al the effective time of the merger, each outstanding share of the Company’s common stock, other than a portion
ol the shares owned by the Investor Group (as discussed in the next paragraph) and by any shareholders whe properly
exereise dissenters” rights under North Carolina law, will be cancelled and converled into the right lo receive $38.00 in
cash, without interest.

A portion of the shares of commen stock owned by Lonnie C. Poole, Jr., Jim W. Perry and certain of their famity
members and affiliates will not receive the cash merger consideration, but will instead be exchanged for equity
ownership in HoldCo.

The merger agreement and the transactions contemplated (hereby will be submitied (o a vote of the Company’s
shareholders at a special meeting of the Company s shareholders. The members of the Investor Group who hold shares
of the Company’s common stock, including Mr. Poote and Mr. Perry and their family members and afTiliates, have
entered nto a support agreement with the other members of the Investor Group in which they have agreed to vole therr
shares in favor ol the merger. The vote of the shares subject to the support agreement is suflicient lo approve the
merger.

The closing of the merger is conditioned upon the approval of the Company's sharcholders, certain regulatory
approvals, including the expiration of the waiting period under the Hart-Scolt-Rodino Anfitrust Improvements Act of
1976, which period expired on February 6. 2008, the exercise of dissenters’ rights by holders of not more than 10% of
the Company s common stock and other customary closing conditions. The closing ol the merger is not conditioned on
the receipt ol any financing by the Investor Group. The Investor Group has received a commitment from Wachovia
Bank. HSBC Sccunties (USA) and HSBC Bank for up to S455 million in debt financing to finance the transaction.

The Company may not solicit other proposas or, subject to exceptions that permit the Company’s Board of
Directors (or the Special Committee) to take actions as required by their fiduciary duties to participate in any
discussions or negoliations regarding unsoliciled alternative business combination transactions.

The Company has made customary representations, warranties and covenants in the merper agreement, which
gencerally expire at the effective time of the merger. Some of these covenants relate to, and limit the Company’s
discretion to. take certain actions or business decisions without the prior consent of HoldCo, including, but not limited
to declaring or paying any dividend on shares of the Company's common stock; purchasing., selling, mortgaging or
otherwise disposing ol any properties or assets having a value in excess of $5 million in the apgregate; making any
investment or material acquisition of another person or business having a value in excess of $5 million in the
aggregate; making any capital expenditures not contemplated by the capital expenditure budget having an aggregale
value in excess of 55 million for any 12 consecutive month period: incurring, assuming, guaraniceing, or becoming
obligated with respect to, any debt, which, when taken together with all our other debt would result in indebtedness
areater than S180 million in the aggregate outstanding at any given time (excluding intercompany debt); entering inte,
renewing. extending, amending or terminating any contract which if entered into prior to the date of the merger would
be o matenial contract, other than any contract relating to indebtedness that would not be prohibited in the merger
agreement. or any contracts not in the ordinary course, involving the commilment or transfer of value in excess of 85
million in the aggregate in any year: or waiving, releasing, assigning. setling or compromising any claim. action or
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proceeding, other than waivers, releases, assignments. settlements or compromises that involve only the payment of
monetary damages not in excess of 51 million in the aggregate, or otherwise paying, discharging or satisfying any
claims, liabilities or obligations i excess of such amount, in each case, other than in the ordinary course consistent
with past praclice.

The merger agreement contains certain termination rights for lHeldCo, including il the Company’s Board of’
Directors (or the Special Committee) changes its recommendation to the shareholders in response 1o a superior
proposal as required by its fiduciary duties under applicable law. The merger agreement also provides that, upon the
termination of the merger agreement, under specified circumstances, the Company will be required to reimburse
HoldCo for its reasonable merger expenses up to $8.75 million and that, under specified circumstances, the Company
will be required to pay HoldCo a termination fee ol approximately $19.0 million. Additionally, under specified
circumstances, HoldCo will be required to pay the Company a termination {ee of approximately 529.9 million. The
members of the Invesior Group have severally, but not jointly, agreed to guarantee their proportionale liability ol any
such amounts payable by HoldCo 10 the Company pursuant to a limited guarantee. As of December 31, 2007, the
Company had incurred approximately $1.9 million in professional fees associated with this proposed transaction,

Basis of Presentation—The Company's consolidated financial statements include its wholly owned subsidiaries.
All intercompany balances and transactions have been eliminated.

Significant Accounting Policies—The signilicant accounting policies are summarized below:

a. Use of Estimates— The preparation of financial statements in conformity with accounting principles generally
accepled in the United Stales of America requires management to make estimates and assumptions that altect the
reporled amounts of assets and liabilities and disclosure of contingent labilities at the date of the conselidated {inancial
statements and the reported amounts of revenues and expenses during the reporting period. Material estimates that are
particularly susceptible to signilicant change in the near term relate to the determination of the allowance for
uncollectible accounts, seli-insurance reserves, fair value of derivative Ninancial instruments, closure/post closure
liabilities and assumptions used in testing the recoverability of goodwill, intangible assels and fixed assels. Actual
results could difTer from these estimates.

b. Cush and Cash Equivalenis— For the purposes of presentation in the financial statements, cash equivalents
include highly liquid invesiments with original maturities ol three months or less,

e. Allowance for Doubtful Accounis— The Company maintains allowances {or doubtful accounts for estimated
losses resulting from the inability of its customers to make required payments. The estimaled allowance for doubtiul
accounts is based upon historical coliection trends, type of cuslomer, such as municipal or non-municipal, the age of
the outstanding receivables and existing economic conditions. The allowance for doubtful accounts was 2.2 million
and $1.5 million at December 31, 2006 and 2007, respectively.

I the financial condition of the Company’s customers was 1o deteriorale, resulting in an impairment of their
ability to make payments, additional allowuances might be required.

o Concentrations of Credit Risk—Financial instruments that potentially subject the Company 1o concentrations
of credit risks consist primarily of accounts receivable. Credit risk on accounts receivable is minimized as a result of
the large and diverse nature of the Company’s customer base. No single customer accounted for more than 5% of
revenues in 2005, 2006 or 2007, One customer accounted lor approximately 6% and 5% of the net accounts receivable
balance as of December 31, 2006 and 2007, respectively. The Company does nol believe that the loss of any single
customer would have a material adverse effect on its results of operations or financial position.

e. Spare parts, supplies, and fiel inventories— Inventories consist ol operaling materials and supplies held for
use and are stated at the lower of cost or market on a first-in first-oul basis.

[ Property and Equipment—Property and equipment are stated at cost. Depreciation and amortization expense
are caleulated on the straight-line method, Estimated useful lives are as follows:

Land improvements 7 years
Muachinery and equipment 510 10 years
Rolling stock 510 12 years
Contamers 10 years
Furniture and Nxtures 510 7 years
Compulers and soflware 3to 5 vears
Buildings 30 years
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Landftll permitting, acquisition and preparation costs are amortized using a units-of-consumption method as
permitted airspace of the landfill is consumed. In some circumstances, the Company includes airspace that is not
currently permitted but is part of an expansion effort in its estimate of available airspace. To do so, the following
criteria must be met;

*  the land where the expansion is being sought is contiguous to the current disposal site, and is either
owned by the Company or the property is under an option, purchase, operating or other agreement;

+ lotal development costs, final capping costs, and closure/posi-closure costs have been determined;

*  internal personnel have performed a financial analysis ol the proposed expansion site and have
determined that it has a positive financial operational impact;

* internal or external personnel are actively working 1o oblain the necessary approvals to obtain the
landfill expansion permit;

*+  obtaiming the expansion is considered probable. For a pursued expansion to be considered probable,
there must be no significant, known technical, legal, community, business, or political restrictions
or similar issues existing that could impair the success of the expansion; and,

*  the land where the expansion is being sought has the proper zoning or proper zoning can readily be
oblained.

Landfill permitting and preparation costs represent only direct costs related to these activities, including legal,
engineering and construction. Land(ill preparation costs include the costs of construction associated with excavation,
liners. site berms and the installation of leak detection and leachate collection systems. Interest is capitalized on landfill
permilting and construction projects and other projects under development while the assels are undergoing activilies 10
ready them lor their intended use. The interest capitalization rate is based on the Company's weighted average cost of
indebledness. Inlerest capitalized {or the years ended December 31, 2005, 2006 and 2007 was $759,000, $968.000. and
5948.000, respectively. In determining the amortization rate for a landfill, preparation costs include the total estimated
costs to complete construction of the landfills permitted and probable to be permitted capacity. Units-of-consumption
amortization rales are determined annually. The rates are determined by management based on estimates provided by
the Company's internal and third party engineers, and consider the information provided by surveys which are
performed at least annually.

Direct costs related 1o the development of specific landfill sites are capitalized if the land on which the site is
being developed is either owned by the Company or is under an option, purchase, operating or other agreement and it is
probable that the Company will obtain the required permits to operate the landfill. Indirect costs are expensed as
incurred,

Management routinely reviews its investment in operating landfills 1o determine whether the costs of these
investments are realizable. Judgments regarding the existence of impairment indicators are based on regulatory factors.
market conditions and operational performance ol the Company's landfills,

The costs of maintenance and repairs are expensed as incurred. Improvements and belterments that add new
{functionality or extend the useful life of the assel are capitalized.

g Intangihle Assets— Intangible assets primarily consist of goodwill (indefinite life), customer lists (definite life)
and noncompelte agreements (delinite life) acquired in business combinations.

The Company operates as onc reporling unit based on its current reporting structure. The Company performs an
annual poodwill impairment test. At least quarterly, the Company analyzes whether events have occurred thal would
more likely than not reduce its enterprise [air value below its carrying amount and. if necessary. will perform a
goodwill impairment test between annual dates. Impairment charges are recognized as operaling expenses. The
Company’s annual assessment date is July 31. The Company completed its annual impairment test as of July 31, 2007
and determined that there was no goodwill impairment.

Intangible assets with a deflinite lile are amortized over their expected lives, typically five to len vears (sce Nole
4) on a straight-line or accelerated basis 1o maltch the economic benefil received.

. Resiricted Cashi— Restricted cash consists primarily of funds held in trust (or the construction of the Wake
County landiill which are expected 1o be utilized in 2008 and for the payments ol closure and post-closure obligations
related to the Grady Road land(ill.
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i. Deferred Financing Costs— Included in other noncurrent assels are debt issue costs relating 1o borrowings (see
Note 5). Debt issue cosis are amorlized lo interest expense over the lile of the related debt in a manner thal
approximates the effective interest rate method.

J. Derivative Finencial Instrinnents and Other Comprehensive Income (Loss)— The Company utilizes cash flow
hedge agreements to manage a portion of its risks related to fluctuations in interest rates. The Company measures
effectiveness of the interest rate swaps by its ability to offset cash flows associated with changes in the variable LIBOR
rale associated with the Company’s credit facility using the change in variable cash flow method. To the extent the
interest rate swap is considered to be effective, changes in fair value are recorded, net of income tax, in shareholders’
equity as a component of accumulated other comprehensive income (loss). To the extent the instrument is considered
ineffective, any changes in fair value relating to the ineffeciive portion are immediately recognized in the consolidated
statements of operations as inlerest expense.

The Company enters into commodity contracts 1o hedge its cash received {rom the sale of old corrugated
cardboard (*OCC™). The OCC conlracts are not currently designated as accounting hedges so the Company is required
to recognize changes in the fair value of the commodity contracts within its consolidated statements of operations.

The Company has used heating oil option agreements 10 manage a portion ol its exposure 1o lMucluations in diesel
fuel oil prices. The fuel contracts are not currently designated as accounting hedges so the Company is required to
recognize changes in the fair value of the commodity contracts within its consolidated statements ol operations,

k. Asset Impairment— The Company reviews long-lived assels [or impairment on a market-hy-market basis
whenever events or changes in the circumstances indicate that the carrying amount of an asset might not be
recoverable. Il an evaluation is required, the projected fulure net cash flows on an undiscounted basis attributable 10
each market would be compared 1o the carrying value of the long-lived assets (including an allocation of goodwill, if’
appropriate) of that market. If an impairment 1s indicated, the amount ol the impairment is measured based on the [air
value of the asset. The remaining useful lives are also evaluated to determine whether events and circumstances
warrant revised estimates of such lives. Any resulling inpairment loss could have a material adverse impact on the
Company’s financial condition and resulls of operations. Impairment of certain intangible assets and operating
equipment resulted in charges ol approximately 5143,000, $31.000 and 516,000 [or the years ended December 31,
2005, 2006, and 2007, respectively. The 2006 results also include asset impairment charges of approximately S192.000
related to the Company’s determination that certain landfill permitting etTorts had a less than probable chance of
success.

L Self —fnsurance Reserves— The Company assumes the risks for medical, dental, workers compensation and
casually insurance exposures up to certain toss thresholds set lorth in separate insurance contracts. The Company’'s
insurance accruals are based on claims [iled and estimates ol claims incurred but not reported. The insurance accruals
are influenced by the Company’s actuanally determined past claims experience {aclors.

m. Earnings Per Share—Basic earnings per share computations are based on the weighted-average number of
shares of common stock outstanding. Diluted earnings per share include the dilutive effect of stock options using the
treasury stock method. Basic earnings per share is computed by dividing net income by the weighted average number
of common shares oulstanding during the peried. Diluted earnings per share is based on the combined weighted
average number ol common shares and comman share equivalents outstanding that include, where appropriate, the
assumed exercise of stock options.
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Earnings per share lor the years ended December 31, 2005, 2006 and 2007 is calculated as follows (in thousands,
except per share amounts):

2005 pAILID 2007

Numerator:

Net income $12,189 519,281 523,681
Denominator:

Denominator for basic earnings per share 13,661 13,871 14,088

Effect of dilutive securities - options to purchase common stock 160 172 108

Denominator for diluted earnings per share 13,821 14,043 14,196
Basic earnings per share 5 089 5 1.39 S 1.68
Diluted earnings per share S (.88 S 137 § 1.67
Antidilutive options 1o purchase common stock not included in the

earnings per share calculation 192 34 —

i, Dividends—The Company paid three cash dividends in 2005 and quarterly cash dividends in 2006 and 2007.
The Company intends te pay dividends when sullicient cash is available to effect the dividend without impeding the
Company’s ability o pay i1s debts as they become due in the usual course of business, See Note 9 for restrictions on
payment of dividends.

0. Stock-Based Compensation— Effective January 1, 2006, the Company adoptled SFAS No. 123 (revised 2004),
Share-Based Paviment ("SFAS No. 123R™) requiring that compensation costs relating (o share-based payment awards
made (0 employees and directors be recognized in the [inancial statements. The principal awards issued under the
Company’s slock-based compensation plans, which are described in Note 14, “Stock-Based Compensation Plans™,
include mcentive stock options. non-qualilied stock oplions and common stock. The cost for such awards is measured
al the grant date based on the caleulated [air value of the award. The value of the portion of the award thal is ultimately
expected 10 vest is recognized as expense over the requisite service periods {generally the vesting period of the equity
award) in the Company’s consolidated stalements of operations.

The Company adopted this standard as of the beginning of the {irst quarter of {iscal 2006 using the modified
prospective method. Under this transition method, compensation cost recognized includes compensation costs for all
share-based payments granled prior to, but nol yel vested as of December 31, 2005, based on the grant-date fair value
estimaled 1n accordance with the original provisions ol SFAS No. 123, and compensation cost {or share-based
payments granled subsequent to December 31, 2003, based on the grant-date fair value estimated in accordance with
the provisions of SFAS No. 123R. Resulis for prior periods have not been restated.

Prior to January 1, 2006, the Company accounted {or its stock options under the recognilion and measurement
provision of APB Opinion No. 25, Acconnting for Stock fssued to Emplovees, and related interpretations, as permitled
by SFAS No. 123, dccomnting for Stock-Based Compensation, The Company did not generally recognize stock option
expense in its consolidated statements of operations.

As aresult of the adoption of SFAS No. 123R on January 1, 2006, the Company’s results for the year ended
December 31, 2006 and 2007 include stock-based compensation expense relating to stock options of approximately
50.5 million and 5.6 million, respectively. This expense is included within selling. general, and administrative
expenses on the consolidated statements of operations and relates primarily to unvested options granted prior to the
January 1, 2006 date of adoption of SFAS No. 123R. These pre-adoption stock options are primarily incentive stock
options and typically vest over a period of lour vears with a five-year contractual life. Cash dividends are not paid on
unexercised options.
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The following table illustrates the effect on net income per share if the Company had adopted the [air value
recognilion provisions of SFAS No. 123 in the year prior (o the adoplion of SFAS No. 123R (in thousands, except per
share data):

2005

Net Income:
As reported 512,189
Deduct - total stock-based compensation determined under fair value based method for all awards 555
Pro forma 511,634
Earmings Per Share:
Basic:

As reporied 5 039

Pro forma 5 085
Diluted:

As reported S 088

Pro forma S 084

The per share fair value of options granted under the 1997 Stock Option Plan during 2005, 2006 and 2007 was
estimated using the Black-Scholes option-pricing model and the following assumptions:

205 6 2007
Weighted-average grant date fair value of options granted S 450 § 578 S 7.8
Weighted-average expected lives (years) 5.00 3.50 3.47
Risk-free interest rate 3.91% 4.84% 4.50%
Expected dividend yield 2.30% 2.00% 2.00%
Volatility 39.78% 37.00% 34.60%

Expected volatility is based on the historical volatility of the Company’s common stock price. For grants priof (o
adoption of SFAS 123R, the expected lerm was based on the contractual hife of the option. For the 2006 grant, the
expected term was derived using the simplified method as allowed by the Securities and Exchange Commission’s Staff
Accounting Bulletin No. 107. The risk-free interest rate for periods within the expected life of the option is based on
the U.S. Treasury yield curve in effect at the time of the grant. The expected dividend yield is based upon the current
annual dividend rate as computed using the stock price at the option grant date (for grants prior (0 2006), adjusted lor
future expected dividend increases ({for 2006 and 2007 prants).

Historically. the Company primarily grants incentive stock options, which do not result in an income tax
deduction o the Company unless a disqualifying disposition fakes place. Consequently, no income tax benefit is
recorded on incentive stock options as the options vest or are exercised unless the exercise is a disqualifying
disposition. Prior 1o the adoption of SFAS No. 123R, the Company presented all income lax benelits resulling [tom the
exercise of stock options as operating cash Nows in its consolidated statements of cash flows. SFAS No. 123R requires
cash Mows resulting from excess income tax benefits Lo be shown as part of cash flows from financing activities and
cash outflows from operating activities. The Company has elected to caleulate its initial pool of excess tax benefits
pursuant to the method described in FASB StafT Position No. SFAS 123R-3. Trausition Election Reluted to Acconnting

Jor the Tax Effects of Share-Based Payment Avwardy.

p. Revenne Recognition and Deferved Revenne—The Company recognizes collection, transfer, recyeling and
disposal revenues when persuasive evidence of an arrangement exists. the service has been provided, the price is fixed
or determinable and collection is reasonably assured. Certain customers are billed in advance and, accordingly.
recognition of the related revenues is deferred until the services are provided. Commercial and industrial services and
certain residential services are provided under | to 5 year contracts. Revenue under these contracts is recognized when
services are provided. as the Company believes this is the best indicator ol performance of the contraciual obligation,
The Company recognizes revenue related 1o contractual price increases based on fluctuations in CPL or other indices
when the price increases become effective. Certain contracts Limit the Company’s ability to pass on price increases 10
its customers. 11 circumstances arise that may impact the profitability of a contract, the contract is examined at that
time. If the Company determines that a loss will result from the performance ol such a contract. the entire amount of
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the estimated loss is charged against income in the period in which such determination is made. Revenues from the sale
of recycled materials and equipment are recognized upon delivery.

Components of revenue are as follows (in millions):

Yeur Ended December 31,

2005 2006 2007

Collection:

Residential S 669 S 749 S 81.2

Commercial 839 91.6 96.2

Industrial £6.2 89.9 88.2
Disposal and transfer 443 46.3 48.4
Other 23.8 24.8 26.7

Total revenue §$305.1 §327.5 5340.7

g. Segment Injormation—The Company has determined (hat it operales in one reportable segment representing
the collection, transfer, recycling, and disposal of non-hazardous solid waste in the Southeastern United States because
the Company s chiel operating decision maker regularly reviews operating results on a consolidated basis in deciding
how lo allocate resources and in assessing operaling performance.

r. Inconte Taves—Income taxes are accounted for under the asset and liability method. Under the asset and
liability method, delerred income tax assets and liabilities are recognized for the estimated future income tax
consequences atlributable 1o temporary differences between financial statement carrying values and the income lax
basis of assels and liabilities. Deferred income tax assets and liabilities are measured using enacted income tax rates
expected to apply fo taxable income in the years in which those temporary differences are expected (o be recovered or
seltled. The effect on deferred income tax assels and liabilities of a change in income tax rates is recognized in the
accompanying consolidaled statements ol operations in the period that includes the enactment dale.

5. New decounting Pronouncements— In June 2006, the Financial Accounting Standards Beard (“FASB™) issued
FASB Interpretation No. 48, Accownting for Uncertainty in icome Taxes — an interpretation of FASE Statement
No. 109 (“FIN 487). FIN 48 prescribes a recognition threshold and measurement attribute for financial statement
recognition and measurement of a tax position taken or expected 10 be taken in a tax return, and also provides guidance
on derecognition, classification, inferest and penalties, accounting in interim periods and disclosure requirements for
uncertain tax positions. The Company adopted the provisions of FIN 48 at the beginning of fiscal year 2007, The
disclosure requirements and cumulative effect of adoption of FIN 48 are presented in Note 8.

In June 2006, the FASB ratified the consensus on Emerging Issues Task Force (“EITF”) No. 06-3, How Taves
Collected from Customers and Remitted 1o Governmental Authoritiex Should be Presented in the fncome Statement.
The scope of EITF 06-3 includes any lax assessed by a governmental authority that is directly imposed on a revenue-
producing transaction between a seller and a customer and may include, but is not limited 1o, sales, use, value added
and excise taxes. The Task Force alfirmed its conclusion that entities should present these taxes in the income
statement on cither a gross or a net basis, based on their accounting policy. which should be disclosed pursuant to
Accounting Principles Board (“APB ) No. 22, Disclosure of Accounting Policies. Il such taxes are significant, and are
presented on a gross basis, the amounts of those taxes should be disclosed. The consensus on EITF 06-3 was effective
[or the Company as of January 1, 2007, The Company adopted EITF 06-3 as ol January 1, 2007 and it did not have a
malterial impact on its {inancial statements. The Conmpany shows sales taxes on a nel basis.

In September 2000, the FASB issued Statement of Financial Accounting Standards (“SFAS™) No. 158,
Emplovers' decounting for Defined Benefit Pension and Other Posiretirement Plans—an amendment of FASB
Statements No. 87, 88, 16 and 132(R). SFAS 158 requires recognition of the overfunded or underfunded status of
pension and other postrelirement benelil plans on the balance sheet. Under SFAS 158, gains and losses, prior service
costs and eredits and any remaining transition amounts under SFAS 87 and SFAS 106 that have not yel been
recognized through net periodic benelit cost are recognized in accumulated other comprehensive income, net of Lax
cliects. until they are amorlized as o component of net periodic cost. Also, the measurement date—the date at which
the benelil obligation and plan assels are measured—is required to be the Company’s liscal year-end. SFAS 158 was
elfective for the Company as of December 31, 20006, at which time the Company had no postretirement or pension
plans. Effective January 1. 2007, the Company extended a postretirement benetil 1o employees whereby an eligible
employee could continue medical coverage for a mited period of time at a higher rate than active emplovees. The
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Company determined the accumulated projected benefit abligation and recorded approximately 50.1 million, net of
income taxes, as an adjustment to other comprehensive income for the twelve-month period ended December 31, 2007,
An unfunded posiretirement obligation ol approximately $0.2 million is included in other long-term liabilities as of’
December 31, 2007.

In September 2006, the SEC issued StafT Accounting Bulletin No. 108, Considering the Effects of Prior Year
Misstatements when Quamtifving Misstatements in Current Year Financial Statements (SAB 108). In practice, some
companies currently use the “rollover™ method, which focuses on the impact of a misstatement on the income
staiement. Other companies use the “iron curtain” method, which focuses on the impact of a misstatement on the
balance sheet. SAB 108 requires companies to use a “dual approach™ in quantifying financial statement misstatements.
an error is determined to be material under either approach, the financial statements musl be adjusted. SAB 108 also
provides transilion guidance for correcting errors existing in prior years. SAB 108 was ellective {or the Company al
December 31, 2006. The implementation of SAB 108 did not have an eifect on the Company’s financial posilion or
results of operations, and did not require an adjustiment (o beginning retained carnings as permitled by SAB 108.

1. New decounting Pronouncements Not Yet Adopied — In December 2007, the FASB issued SFAS No. 141 (R),
Business Combinations, which establishes principles and requirements for how the acquirer recognizes and measures in
ils [inancial statements the identifiable assets acquired, the liabilities assumed, and any noncontrolling interesis in the
acquiree at the acquisition date. In addition, this statement provides guidance for recognizing and measuring the
goodwill acquired in the business combination and determines what information to disclose to enable users ol the financial
statement (o evaluate the nature and financial effects of the business combination. SFAS 141(R) requires contingent
consideration lo be recognized at its tair valuc on the acquisition date and for certain arrangements, changes i fair value 1o
be recognized in eamings until settled. SFAS 141(R) also requires acquisition costs to be cxpensed as incurred and
restructuring costs to be expensed in periods alier the acquisition date, SFAS 141(R) applies prospectively to business
combinations for which the acquisition date 1s on or after the beginning of the first annual reporting period beginning on or
alter December 15, 2008, The Company is currently cvaluating the impact that SFAS 141(R) will have on its financiat
position and resuits ol operations,

In September 2006. the FASB issucd SFAS No. 157, Fuir Value Measurements. SEAS 157 delines fair value,
establishes a framework lor measuring fair value in generally aceepled accounting principles and expands disclosures about
fair value measurements. The statement dacs not require new fair value measurcments, bul is applied 1o the extent that other
accounting pronouncements require or permit fair value measurements, The statement emphasizes that [air value is a market-
based measurement that should be determined based on the assumptions that market participants would use in pricing an asscl
ar liability. Companies will be required to disclose the extent to which fair value is used 1o measure assets and liabilities, the
inputs used to develop the measurements, and the effect of certain of the measurements on rarnings (or changes in net assets)
for the period. SFAS 157 is ¢ffective for fiscal years beginning after November 15, 2007. In February 2008, the FASB issucd
FASB St Position FAS 157-2 to deler the ellective date of SFAS No. 157 for all non-financial assets and liabilities. excepl
those ttems recognized or disclosed at fair value on an annual or more frequently recurring basis. until years begimning alter
November 15, 2008. The Company is assessing SFAS 157 and has not determined the impact that the adoption of SFAS 157
will have on its [inancial position and results ol operations,

[n February 2007, the FASRB issued SFAS No. 139, The Fair Value Option jor Financial Assets & Financial
Liabifities- -Including an Amendment of SFAS No. 115, SFAS 159 will create a lair value option under which an entily may
irrevocably elect fair value as the initial and subsequent measurement attribute for certain linancial assets and liabilitics on a
contract by contract basis. with changes in fair values recognized in carnings as those changes oceur. SFAS 159 will become
cffective for fiscal years beginning afler November 15, 2007, The Company is currently reviewing the impact of SFAS 159
on its financial position and results of operations if it were 1o cleet the fair value option.

In December 2007 the FASB issued SFAS No. 160, Noncontrotling iterests in Consolidated Financial Statements —
an amendment of ARB No. 5. which establishes accounting and reporting standards for the noncontrolling interest in o
subsidiary and for the deconsolidation of a subsidiary. 1t clarifies that a controlling interest in a subsidiary is an ownership
interest in the consoludated entity that should be reported as equity in the consolidated financial staterments. It requires
conselidated net income 1o be reported at amounts that inelude the amounts attributable o both the parent and the
noncontrolling interest. [t also requires disclosure on the face of the consolidated statement of income, of amounts of the
consolidated net income attributable to the parent and to the noncontrolling interest. SFAS 160 provides suidance when a
subsidiary 1s deconselidated and requires expanded disclosures in the consolidated financial statements that clearly identify
and distinguish between the imterests of the parent’s owners and the interests of the noncontrolling ewners of 4 subsidiary.
SFAS 160 will become effective for fiscal years beginning aller December 15, 2008. The Company is currently reviewing the
tupact of SFAS 160 on its Tinancial position and results of operations.

. Fair Falwe of Financial tnsirumenis-~The carrving amounts of cash and cash equivalents. receivables. accounts
payable and accrued liabilines approximate Tair value due to the short maturity of these instruments. The fair value of the
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Company’s two fixed rate term facilities with Prudential Insurance Company of America, using an estimate of interest rales
currently available to the Company, was $10.8 million at December 31, 2007, The carrying value of these two term facilities
was $10.7 million at December 31, 2007, Carrying amounts of the Company’s revolving credit facility. bonds and other
instalhment notes payable approximate fair value because interest rates are primarily variable and. accordingly, approximate
current market rates.

v. dAllocarion of Acquisition Purchase Price - Acquisition purchase price is allocated to identificd intangible assets and
tangible assets acquired and liabilities assumed based on their estimated fair values at the dates of acquisition, with any
residual amounts allocated to goodwill. The purchase price allocations arce considered preliminary until the Company is no
fonger waiting (or information that it has arranged to obtain and that is known 1o be available or obtainable. Although the
time required to oblain the necessary information will vary with circumstances specific to an individual acquisition, the
“allocation period™ for finalizing purchase price allocations generally does not exceed ene year [rom the consummation ol a
busingss combination.

The Company olien consummaltes acquisitions of multiple solid waste collection or disposal operations in a single
transaction. For cach separately identilied solid waste collection or disposal operation acquired in a single acquisition, the
Company performs an nitial allocation of total purchase price 10 the acquired operation based on its relative lair value.
Following this initial allocation of total purchase price to the acquired operation, the Company further allocates the identified
intangible assets and tangible assets acquired and habilities assumed tor cach solid waste collection or disposal operation
based on its estimated fuir value at the dates of acquisition, with any residual amounts allocated (o either poadwill or land{ill
site costs, as discussed above.

From time to time, the Company consummates acquisitions in which it exchanges operations it owns for
operations owned by another solid waste company. These exchange transactions require the Company o estimale the
fair market value of either the operations it receives or the operations it disposes of, whichever is more clearly evident.
To the extent that the fair market value of the operations it disposes of differs from the fair market value of the
operations 11 oblains, cash is either remitted or received to offset the difference in fair market values. In 2003, the
Company completed a simultaneous purchase and sale fransaction in which the Company acquired operations of
another solid wasle company in Georgia and sold some of its operations in Georgia, resulting in a pre-lax gain of’
approximately $0.6 million. In 2006 and 2007, the Company did not execute any simultaneous purchase and sale
transaclions.

[

BUsINESS ACQUISITIONS AND DISPOSITIONS

Acquisitions

The Company’s growth stralegy is 10 seek out accretive acquisitions of solid waste collection and disposal
companies and cuslomers in existing and adjacent markets to “tuck ™ and integrate into already established branch
facilities. In addition, the Company continues to pursue solid waste collection companies and customers in new
markels and landfill opportunities in appropriate circumstances.

During 2006, the Company completed eight acquisitions for a lotal ol $6.2 million, net of cash acquired. lunded
primarily with cash received [rom the sale of discontinued operations. Of the 2006 acquisitions, the Company
completed three acquisitions in the Atlanta. Georgia market [or approximately S3.2 million. four acquisitions in the
North Carolina market {or approximately $1.5 million and one acquisition in its South Carolina market.

During 2007, the Company completed nine acquisitions for a tolal of $24.2 million in cash. Of the 2007
acquisitions, four acquisitions totaling S15.3 million were made to increase the Company’s presence in the Atlanta,
Georgia market. The Company made two acquisitions for approximately $4.4 million for hauling operations in its
South Carolina market. The Company made three acquisitions for approximaltely 34.5 million for hauling operations in
its North Carolina markel.

The results of these operations have been included in the consolidaled linancial statements since the acquisition
date and are consistent with the Company’'s strategy 1o improve internalization of wasle into existing landfills and
expand its presence in certain markets.

In accordance with SFAS No. 141, Business Conthinations, the purchase price ol each acquisition has been
allocated 10 the underlyving assets and liahilities based on their respective fair values at the date of acquisition. Certain
of these purchase price allocations pertaining to 2007 acquisitions are preliminary estimates, based on available
information and certain assumptions thal management believes are reasonable. Accordingly. these purchase price
allocations are subject to finalization. In determining the purchase price allocation, the Company considered, aimong
other factors, its intention 10 use the acquired assets. historical demand and estimates of future demand for 1ls services.
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As of December 31, 2007, the recorded purchase price allocation for these acquisitions was as {ollows (in
thousands):

2006 2007

Tangible assets (liabilities) acquired at [air value:

Accounts receivable S 318 S 1,137

Property and equipment 1,581 8,709

Deferred revenue and other liabtlities (469) (758)

Toltal net tangible assels acquired 1,430 9 088

Intangible assets acquired at fair value:

Customer lists 919 1,848

Noncompete agreements and other 42 63

Goodwill 4.071 14,209

Total net assets, acquired al lair value 6,462 25,208
Amount of purchase price withheld (272) (1,037
Cash paid for acquisitions $6,190 $24.171

Goodwill related to these acquisitions will be deductible for tax purposes.

The following unaudited pro forma results of operations assume the transactions described above occurred as of
the beginning of the period presented {in thousands except per share data):

2005 2006 2007
Total revenues §$325.532 S 344,457 S 346,685
Operating income 31.545 42214 48.691
Income (rom continuing operations 11,991 17,078 23859
Income from discontinued operations 639 2292 133
Net income S 12,630 5 19370 S 24,012
Earnings per conumon share:
Basic:
Income [rom continuing operations ) 0.88 S 1.23 S 1.69
Income from discontinued operations 0.04 0.17 0.01
Net income S 092 S 1.40 S 1.70
Diluted:
Income from continuing operations S 087 ) 1.22 S 1.68
Income irom discontinued operations 0.04 0.16 0.01
Nel income S 091 Y 1.38 S 1.69

The pro forma financial information does not purport to be indicative of the results ol operations that would have
occwrred had the transactions taken place at the beginning of the periods presented or of [uture operating results.

As of December 31, 2007, the Company had threc acquisitions for which purchase price allocations were not vet
finalized. The Company believes that the potential changes 1o the purchase price allocations would not have a material
impact on its (inancial condition, results ol operations, or cash flows.
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Dispositions

In the second quarier of 2006, the Company sold a landill operation in Jacksonville, Florig
516.2 million. in the second quarter of 2006, the Company disposed of ceriain hauling operations
Georgia market for approximately S0.2 million. The operations were disposed ol o allow the Coy
operations i ils existing markets (hat are more consislent with its pveral] Stralegy (o internalize
admnistrative costs, and gain route efficiencies where available.

a for approximately
in the Allanta,
npany to purchase
waste, reduce

The Company did not dispose ol any operations in 2007, although it did receive $270,000 in 2007 related to the
seltlement of a 2006 disposition.

Int the year ended December 31, 2006, the nel assets and liabilities disposed of were as follows (in thousands):

2006

Disposed assels;

Accoumts receivable S 361

Property and equipment 8,653

Inventories and other assets 4]

Goodwill, net 3,762

Total net assets disposed of 13,017
Disposed liabilities:

Deferred revenue (50)

Other liabilities (523)
Total net assets and liabilities disposed of 512,444

Portions of these disposed operations were in operation during the years ended December 31, 2005 and 2006.
and, consequently, the results of those operations less applicable income taxes were reported as a separate component
ol income from discontinued operations {in thousands):

2005 206

Revenues 310,144 S 1,520
Operating expenses:

Coslt of operations 7.787 1.277

Selling, general and adininistrative 772 100

Depreciation and amortization 813 127
Income before income taxes 772 16
Income tax provision 318 6
Income from discontinued operations prior to sale (net of income laxes) $ 454 S 10

th conjunction with its 2005 dispositions. the Company recognized gains on disposal of the assets and operations
totaling approximately $0.2 million. net of income taxes of'50.3 million. In conjunction with its 2006 dispositions, the
Company recognized pains on disposal o the assets and operations totaling approximately S2.3 million., net of income
taxes of $1.6 million. In the first quarter of 2007, the Company received additional consideration for a 2006 sale and
recognized additional gain of approximately $0.2 million, net of 1axes of approximately S0.1 million, in its income
from discontinued operation. These gains are shown as a separate component of income from discontinued operations.

F-19




WASTE INDUSTRIES USA, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3 PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31, 2006 and 2007 (in thousands):

2006 2007
Land, land improvements and buildings S 44,613 S 46,558
Landfills and associated land 129,928 143,687
Machinery and equipment 15,838 19,482
Containers 106,994 116,220
Collection vehicles 111,520 113,058
Furniture, fixtures, and office equipment 6,100 4270
Construction i progress 421 526
Total property and equipment 415414 443 801
Less accumulated depreciation (197,375) (209,767
Property and equipment, net S 218,039 S 234,034

Construction in progress includes equipment not placed in service at year-end. Landfills and asseciated land
includes land held for development, representing various landfill properties under development with an aggregate cost
ol approximalely §14.9 million and $25.7 million for the periods ended December 31, 2006 and 2007, respectively.
which will not be amortized until placed in service,

Depreciation expense {Including soflware mmortization) for the years ended December 31, 2003, 2006 and 2007
was approximately $23.8 million, $22.9 million and $24.3 million, respectively. Depreciation expense includes
depreciation on assets under capital leases. Landfill amortization expense was approximately $5.0 million, $7.0
million, and $5.1 million for the years ended December 31, 2005, 2006 and 2007, respectively. Included in
depreciation and amortization expense for the vear ended December 31, 2006 were lavorable adjustments of
approximately 50.9 mtllion related 1o a change in estimated lives and salvage values of certain collection vehicles. and
approximately $0.4 million in additional landfill amortization resulting from the Company's periodic evaluation of
asset relirement obligations,

The Company has included in other current assets approximately SO and 50.9 million of assets held for sale as of
December 31, 2006 and 2007, respectively. The assets held for sale are primarily collection vehicles and other property
and equipment,
4. INTANGIBLE ASSETS
[ntangible assets consist of goodwill. customer lists. transfer station permils and noncompele agreements

acquired in business combinations, Intangible assets are presented net of accumulated amortization, il applicable.

The Tollowing table summarizes the activity related to goodwill as of December 31, 2006 and 2007 (in

thousands):
2006 2007
‘ Beginning balance as of January 1. 597,115 S 97,562
‘ Acquisitions 4,071 14,209
Adjustments to prior purchase price allocations 138 —
f Dispositions (3,762} —
! Ending balance as of December 31, 597,562 S1i11.771
The Company performs an annual impairment lest. At least quarterly, the Company also analyzes whether events

have occurred that would more likely than not reduce its enterprise fair value below its carrying amount and, if
necessary, performs a goodwill impairment test between annual dates. Impairment adjustments are recognized as an
operating expense. The Company s annual assessment date is July 31. The Company completed its annual impairmeny
test as ol July 31, 2007 and determined that there was no goodwill impairment.
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Other intangible assets consisted of the following as of December 31, 2006 and 2007 (in thousands):

Customer relationships
Noncompele agreements
Transler station permits

Total amorlizable intangibles
Non-amortizable intangibles

Total other intangible assels

Customer relationships
Noncompete agreements
Transier station permils
Total amortizable intangibles
Non-amortizable intangibles

Total other intangible assets

Amortization expense for other intangible assets was S1.8 million, $2.3 million and $2.3 million for 2005, 2006
and 2007, respectively. The amortization period for customer lists and noncompete agreements is 5 1o 10 years. The

2006
Gross
Cuarrying Accumulated Nel Carrying
Value Amortization Value
5 11,933 S 4,931 5 7,002
582 253 329
78 21 57
S 12,593 S 5,205 ) 7,388
S 12,593 5 5,205 ) 7,388
2007
Net
Gross Carrying Accumunlated Carrying
Value Amortization Yalue
S 13,781 S 118 S 6,663
614 369 245
109 36 73
N 14,504 5 71,523 S 6.981
14 — 14
S 14,518 S 7,523 S 6,995

weighted average antortizalion period for custemer lists and noncompete agreements is 7.6 years and 5.0 vears.

respectively.

Estimated future amortization expense associated with other intangible assets at December 31, 2007 is as [ollows

(in thousands):

Year

200¥
2009
2010
2011
2012

Thereafler

Total

Amartization Expense

S

2,056
1.663
1.238
879
456
689

6.981
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LONG-TERM DiBT

Long-term debt consisted of the {ollowing at December 31, 2006 and 2007 (in thousands):

2006 2007

Credit Facilities;

Term lacilities S 17,857 S 10,714

Revolving credit facility 99,000 101,000
Bonds 40,355 53,355
Tolal long-term debt 157.212 165,069
Less current maturities (7,143) (7.143)
Long-term debt, net of current maturities S150,069 S157.926

Revolving Credit Faciline

The Company and all of its subsidiaries are co-borrowers on a $200 million revelving credit agreement with a
syndicate ol lending institutions for which Bank of America. N.A. (“Bank of America”) acts as agenl. On March 24,
2006, the Company completed the amendment and restatement of this credit facility to extend the maturity lo October
2009 and to allow the Company to increase the facility up to $300 miilion at any time prior to the maturity date. In
acdition. the borrowing rates and some of the Nnancial covenants were amended on March 24, 2006.

Virtually all of the assets of the Company and its subsidiaries, including the Company’s ownership inferest in the
equity securities of its subsidiaries, secure the Company’s obligations under the revolver. Pursuant (o an interereditor
agreemenl with Bank of America, Prudential Insurance Company of America (**Prudential™) shares in the collateral
pledged under the revolver. The amended revolver bears interest at a rate per annum equal to, at the Company’s option,
either a Bank of America base rate or at the Eurodollar rate (based on Eurodollar interbank market rates) plus, in each
case, a percentage rate that fluctuates, based on the ratio of the Company’s funded debt 10 EBITDA (income before
tncome taxes plus interest expense, depreciation and amortization), from (% to 1.0% for base rate borrowings and
1.25% to 2.5% for Euradollar rate borrowings. The revolver, before and after amendment, requires the Company 1o
maintain certain {inancial ratios and satisfy other predetermined requirements, such as minimum net worth, and limits
on capital expenditures and indebtedness. The Company was in compliance with these financial covenants as of
December 31, 2007. The revolver also requires the lenders™ approval of acquisitions in some circumslances.

LXiv

The average inlerest rate on outstanding borrowings under the revolver was approximately 6.9% and 6.3% al
Becember 31, 2006 and 2007, respectively. Availability was approximately $26.0 million under the revolver as of
December 31, 2007 afier consideration ol outstanding letters of credit,

The Company utilizes cash Now hedge agreements (o manage a portion of its risks related to {luctuations in
interest rates for Lhe revolving credit facility. In March 2004, the Company entered into interest rate swaps o hedge
notional debt value of §40.0 million. These swaps were in effect {or the period November 2004 through February 9.
2007 with fixed interest rates of 2.7%,

Terni Facility

The Company has two S25.0 million term facilities with Prudential, of which §10.7 million in the aggregate was
outstandmg as of December 31, 2007. Principal repayments are due annually on each of the facilities. The Prudential
facilities require the Company fo maintain financial covenants. such as minimum net worth, and limit s capital
expenditures and indebledness. The Company was in compliance with these financial covenants as ol Deceimber 31,
2007. Interest on the two Prudential facilities is patd quarterly, based on [ixed rates lor the two facilities of 7.21%, and
7.09%, respectively. Prior 1o the final scheduled payment in April 2006, the Company had a third $25 millton term
{acility at 7.533% with Prudential,

Bunds

The Company entered into a4 $9.5 million variable rate bond with Sampson County, North Carolina on
September 10, 2003 for the funding of expansion at its landfill in that county. This bond expires in 2023 and is in
addition te the Company’s pre-existing $30.9 million Sampson facility, which expires in 2020. Both facilities are
backed by a letter of credit issued by Wachovia Bank N.A. as a participating lender under the revolver. The average
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interest rate on outstanding borrowings under both Sampson facilities was approximately 3.5% and 4.8% al
December 31, 2006 and 2007, respectively.

The Company entered into a $13.0 million variable rate bond with Wake County, North Carolina on
December 13, 2007 for the funding of the construction of a landfill tocated in Holly Springs, North Carclina. The
Company was selected by Wake County, North Carolina 1o build and operate a landfill, owned by Wake County, under
a 25 year contract. The landfill opened in February 2008. The bond expires in 2027. The interest rate on outstanding
borrowings under the Wake County facility was 4.8% at December 31, 2007.

Annual aggregate principal maturities al December 31, 2007 were as follows (in thousands):

2008 S 7,143
2009 104,571
2010 _
2011 —
2012 —
Thercafter 53.355
Total S 165,069

Based on the borrowing rates currently available 1o the Company for bank loans with similar terms and average
maturtties. the fair value of long-term debt was $157.3 million and $165.2 million at December 31, 2006 and 2007,
respeclively.

LIEASES

The Company leases certain property and equipment under both capital and operating leases. Gross property and
equipment recorded under capital leases was approximately S1.0 million and S0.5 million at December 31, 2006 and
2007, respectively. The related accumulated amortization was approximately S155.000 and $313,000 at December 31.
2006 and 2007, respectively. Depreciation expense of capital leases was $102.000 and S158.000 a December 31, 2006
and 2007, respectively.

Future minimum lease payments as of December 31, 2007 for capital and operating leases that have initial or
remaining terms in excess of one year were as follows (in thousands):

Capital Operating

Lenses Lenses Total
2008 S 180 S LII8 52,098
2009 10 1,155 1163
2010 8 420 428
2011 2 245 247
2012 — 224 224
Thercalter — 2.058 2.058
Total minimum lease payments S 200 S 6,020 56.220
Less amount representing interest (20)
Less current portion {163)
Long term capital lease obligation S 15

The total rental expense for all operating leases and short-term rental agreements for the vears ended
December 31, 2005, 2006 and 2007 is as follows (in thousands):

2005 2006 2007
Buildings and sites S2.083 51,583 §1,584
Trucks and equipment 1,724 1,820 1.370
Total 33761 53.403 52,954
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LANDFILLS

As of December 31. 2007, the Company owned or operated under life-of>site operaling agreements nine landfills
with total available disposal capacity of approximately 120.] million cubic yards. Total available disposal capacity
includes estimated permitted airspace plus an estimate of the expansion airspace that the Company believes has a
probable likelihood of being perinitted.

The Company has material financial commitments for final capping, closure and post-closure obligations with
respect to its landfills. The Company developed its estimates of final capping, closure and post-closure obligations
using input from its third party engineers and internal accounting stafl. The Company’s estimates are based on its
interpretation of current requirements and proposed regulatory changes and are intended to approximalte fair value.
Absent quoted market prices, the estimate of fair value should be based on the best available information, including the
results of present value techniques in accordance with Statement of Financial Accounting Conceplts, or SFAC, No. 7.
Using Cash Flow and Presemt Value in Accounting Measurements. In general, the Company relies on third parties lo
fulfill most of its obligations for final capping, closure and post-closure. Accordingly, the fair market value of these
obligations is based upon quoted and actual prices paid for similar work. The Company intends to perform soine of
these capping, closure and post-closure obligations using internal resources. Where internal resources are expectled to
be used to fulfill an asset retirement obligation, the Company has added a profit margin onto the estimated cost of such
services 1o better reflect its fair market value as required by SFAS No. 143. When the Company then performs these
services internally, the added profit margin is recognized as a component of operating income in the period earned.
SFAC No. 7 further states that an estimate of fair value should include the price that marketplace participants are able
lo receive for bearing the uncertainties in cash flows. However, when utilizing discounted cash {Tow techniques,
reliable estimates of market premiums may nel be obtainable. In this siluation, SFAC No. 7 indicates that it is not
necessary to consider a market risk premiwm in the determination of expected cash flows. In the waste industry. there is
not an active market that can be ultilized to determine the fair value of these activities, as there is no market that exists
tor selling the responsibility for final capping, closure and post-closure obligations independent of selling the landf{ill in
its entirety. Accordingly. the Company belicves that it is not possible to develop a methodology 1o reliably estimate a
market risk premium and has excluded a market risk prentium from the Company's determination of expected cash
flows Tor landfill asset retirement obligations in accordance with SFAC No. 7.

Once the Company has determined the estimates of final capping, closure and post-closure obligations, the
Company then inflates those costs to the expected time of payment and discounts those expected future costs back to
present value. The Company is currently inflating these costs i current dollars until expected lime of payment using an
tnflation rate of 2.6% and is discounting these costs 1o present value using a credit-adjusted, risk-free discount rate
between 7.25% and 8.9%. The credit-adjusted, risk-free rate is based on the risk-free interest rate adjusted for the
Company’s credit standing. Management revicews these estimates at least once a year, Significant changes in future
final capping, closure and post-closure cost estimates and infiation rates typically result in both (1) a current adjustment
to the recorded liability (and corresponding adjustment to the landil) asset). based on the landfill's capacity that has
been consumed. and (2) a change in hability und asset amounts to be recorded prospectively over the remaining
capacity of the Jandfill. Any change related to the capitalized and future cost of the landfill asset is then recognized m
amortization expense prospectively over the remaining capacity of the tandfill. Changes in the Company’s credit-
adjusted, risk-free rate do not change recorded linbilities, but subsequentiy recognized obligations are measured using
the revised credit-adjusted risk-ree rate,

The Company records the estimated fair value of final capping, closure and post-closure obligations for jts
landfills based on each landfill's capacity that has been consumed through the current period. This liability and
corresponding assel is accrued on a per-ton basis, Capping obligations generally involve the installation of flexible
membrane and geosynthetic clay liners. drainage and compacted soil layers, and topsoil over poertions of the land/fill
where to1al airspace has been consumed. The estimated fair value of each final capping event will be fully accrued
when the tons associated with such capping event have been disposed in the fandlil]. Additionally, the estimated (air
vlue of total final capping, closure and posi-closure costs will be fully accrued for each fandfill at the time the site
discontinues accepting waste and is closed. Closure and post-closure accruals consider estimates for methane gas
control, leachate management and ground-water moniloring and other operational and maintenance ¢osts 1o be incurred
after the site discontinues accepting waste, which is generally expected to be for a period of up 1o 30 years after final
site closure. Daily maintenance activities, which include many of these cosls. are incurred during the operating lile ol
the land(ill and are expensed as incurred. Daily maintenance activities include leachate disposal: surface waler.
groundwater. and methane gas monitoring and maintenance; other pollution control activities; mowing and lertilizing
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the landfill cap; fence and road maintenance; and third parly inspection and reporting costs. For purchased disposal
siles, the Company assesses and records present value-based linal capping, closure and posi-closure obligations at the
time the Company assumes such responsibilities. Such liabilities are based on the estimated {inal capping, closure and
posi-closure costs and the percentage ol airspace consumed related to such obligations as of the date the Company
assumed the responsibility. Thereafter, the Company accounts for the landfill and related final capping, closure and
post-closure obligations consistent with the policy described above.

Interest accretion on linal capping, closure and posi-closure obligalions is recorded using the effective interest
method and is recorded as Ninal capping, closure and post-closure expense, which is included as a component of
operating costs in the accompanying consolidated statements of operalions.

In the United States, the closure and posi-closure obligations are established by the Environmental Protection
Agency’s Subtitles C and D regulations, as implemented and applied on a stale-by-state basis. The costs to comply with
these obligations could increase in the future as a result of legislation or regulation.

Assets and liabilities associated with final capping, closure and post-closure costs conststed of the following al
December 31, 2006 and 2007 (in thousands):

206 007
Landfill assets 5129928 S 143,687
Accumulated land{ill sirspace amortization (30,146) (35,198
Net land{ill assets S 99782 S 108,489
2006 207
Final capping 56,556 87,512
Closure/post-closure 546 369
Total liabalities 57,102 57.881
Current portion S 755 S 273
Long lerm 6.347 7.608
Total liabilities S7.102 57.881

The changes to land(ill liabilities were as {ollows for the years ended December 31, 2006 and 2007 {in
thousands):

206 2007

Beginning balance § 6,780 57102
Obligations incurred 983 1,431
Obligations setiled (.49 (166)
Interest aceretion 824 727
Change in estimate 329 (L.213%)
Discontinued aperations {see Noie 2) (523) —
Ending balance S 7102 S 7.881

The 2007 change in estimate 1s related Lo revised capping cost and tonnage estimates.
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I
|
! g. InCOME TAXES

The balances of deferred income lax assets and labilities at December 31, 2006 and 2007 were as follows (in

thousands):
2006 2007
Current delerred income tax assets (hiabilities) relate to:
Allowance for bad debts S 1,057 S5 784
Accrued vacation 441 252
f Interest rale swap agreemenis (32) —
‘ Other swaps — 438
Other accruals not currently deductible 739 —
Prepaid expenses (418) (276)
State operating loss carrylorwards — 138
Net current deferred income tax assets S 1,787 S 1,336
Noncurrent deferred income lax assets (liabilities) relale to:
3 Basis and depreciation differences - fixed assels S{18,650) S(15,704)
| RBasis and depreciation differences - intangibles (5.271) (7.097)
! State operating loss carryforwards 278 —
Other accruals not currently deductible — 1,253
Deferred compensation and other 130 1,125
Valuation allowance — (35}
Net noncurrent deferred tax liabilities $(23.513) 5(20.,458)

At December 31, 2007, the Company had unused state NOL carrylorwards of approximately $3.35 million for
which S0 witl expire in 2008, S0 will expire in 2009, and $3.5 million will expire in 2010 and beyond. The Company has
eslablished a valuation allowance in the amount 535,000 for certain state NOL carryforwards that are expected 10 expire
unrecognized.

The components of income tax expense for the years ended December 31, 2003, 2006 and 2007 were as follows
(in thousands):

2005 2006 2007
i Income tax expense altributable to continuing operations:
| Federal 56,883 Si0311 $10.,902
State 410 1,724 1.436
Total current income taxes 7.293 12.035 12,338
Provision {or deflerred income taxes 499 2,381 1.963
Total 8§7.792 S14,416 S14,301

The following is o reconciliation of income taxes al the Federal statutory rate (35%) 1o actual income tax expense
attributable 1o continuing operations recorded for each of the three years in the period ended December 31, 2007 (in

thousands):

f 2005 2006 2007

i‘f Federal tax at the statutory rale 56,749 $10,992 S13.246

' State income taxes, net of lederal tax benefit 537 3,114 339

. Change in valuation allowance — I 35

: Other 660 106 (461)
} FIN 48 — — (203)
E Other permanent ilems. net {154) 203 343

{‘ Total §7.792 514416 S14.301
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In 2005 and 2006, the Company increased its current state tax liability by approximately S0.3 million and $0.1
million, respectively, related to uncertain tax positions.

The Company adopted the provisions of FIN 48 — Accounting for Uncertainty in income Taxes — an
interpretation of FASB Statement No. 109, on January 1, 2007. As a result of the implementation of FIN 48, the
Company performed a review of its portfolio of uncertain tax positions in accordance with recognition standards
established by FIN 48. In this regard, an uncertain tax position represents the Company’s expected treatment of a tax
position faken in a filed tax return, or planned to be taken in a future tax return, that has not been reflected in measuring
income tux expense lor financial reporting purposes. Under FIN 48, a company can recognize the benefit of an income
tax position only if it is more likely than not (greater than 50%) that the tax position will be sustained upon tax
exaiminalion, based solely on the technical merits of the tax position. Otherwise, no benefit can be recognized. The tax
benefits recognized are measured based on the largest benefit that has a greater than 50% likelihood of being realized
upon ullimate settlement. Additionally, companies are required to accrue interest and related penalties, if applicable, on
all tax exposures for which reserves have been established consistent with jurisdictional tax laws.

Upon the adoption of FIN 48, the estimated value of the Company’s uncertain tax positions was a liability of
S8.4 million resulting from unrecognized lax benefits. As a result of this review, the Company adjusted the estimaled
value of its uncertain tax positions by recognizing additional liabilities totaling $2.3 million through a non-cash charge to
retained carnings, The liability for uncertain tax positions is reported as long-term as of December 31, 2007 in the
Company s consolidated balance sheets.

The following table summarizes the Company’s FIN 48 unrecognized tax benefis, excluding interest and
penalties, for the year ended December 31, 2007 (in thousands):

2007
Unrecognized tax benefits at January 1, 2007 S 8,357
Gross increases - fax positions in prior years 346
Gross decreases - tax posilions in prior years (3.705)
Gross increases - lax positions in current year 1,279
Gross decreases - tax posilions in current year {(42)
Settlements with taxing authorities (33m)
Lapse of statule of limitations {460)
Unrecognized tax benefits al December 31, 2007 S 5439

In addition 10 these gross unrecognized tax benefits, the Company ‘s FIN 48 liability also includes approximately
30.6 million of net federal and other indirect benefits at December 31, 2007. Unrecognized tax benefits of
approximately 52.3 million, net of federal fax benefits and related to interest and penalty accruals and permanent
income lax differences, would favorably affect the Company’s effective 1ax rate if recognized.

The Company’s open tax years that are subject to examination are 2004 through 2007. Due 1o the potential for
resolution and filing of administrative filings with the Internal Revenue Services and the expiration of various statutes
of limitation, it is reasonably possible that the gross unrecognized tax benelit balance may change within the next
twelve months by a decrease ol $2.6 to $4.3 million.

The Company recognizes interest acerued related o unrecognized lax benelils and penallies as income tax
expense. Related 1o the uncertain tax benefits noted above, at adoption the Company accrued penaliies of $1.0 million
and interest of $0.7 million through its cumulative efTect adjustment. During 2007, approximately 5¢.4 million of
penalties were reversed through income tax expense in conjunction with the settlement of an uncertain tax position.
During 2007 approximalely $0.1 million of net interest was accrued through income tax expense. As of December 31,
2007, the Company has recognized a Hability for penalties of $0.6 million and interest of $0.8 million in addition 1o
the unrecognized tax benefits shown above,

9. SHAREHOLDERS EouITy

During 2005, 2006 and 2007, the Company issued 5.649 shares, 3.698 shares and 7,914 shares, respectively, off
Compiany common stock with a fair value ol approximately $79.000. S78.000 and 5240.000. respectively, as partial
cempensation paid to directors.
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During 2005, 2006 and 2007, stock options totaling 253,277, 222,733 and 198.036 shares were exercised with
net proceeds of approximately $2.0 million, $1.9 million, and $2.4 million, respectively. In connection with the
exercise of the options in 2005, 2006 and 2007, the Company recorded an income tax benefit ol approximately $0.4
million, 0.3 million and S0.3 million, respectively, as an increase to paid in capital,

In 2005, the Company’s Chairman, Lonnie C. Poole, Jr., purchased two life insurance policies which were
previously assigned to the Company in connection with the settlement of prior loans. To purchase one of the policies,
Mr. Poole transfeired to the Company 17,617 shares of the Company’s common stock with an approximate value of
$0.2 million and the Company subsequently cancelled such shares.

The Company paid dividends of S0.08 per share in June 2005, August 2005 and December 2005. The Company
paid dividends of S0.09 per share in April 2006 and May 2006. The Company paid dividends of $0.10 per share in
August 2006 and December 2006. The Company paid dividends ol $0.12 per share in April 2007, June 2007 and
August 2007. The Company paid a dividend ol $0.15 per share in Decernber 2007, Total cash dividends paid by the
Company were approximately $3.3 million, $5.3 million, and $7.2 million for the years ended Decemmber 31, 2005,
2006, and 2007, respeclively.

Under the Company’s amended revolving bank facility, the payment of cash dividends is limited 1o 50% of the
trailing 12 months’ net income. Additionally, the Company must meet {inancial covenants contained in the facility,
mncluding covenants relating to minimum net worth and maximum levels of capital expenditures and indebledness. 1T
the Company is not in compliance with these covenants, or otherwise is in defaylt under the facility, it would not be
able to pay cash dividends.

DERIVATIVE FINANCIAL INSTRUMENTS AND OTHER COMPREHENSIVE INCOME (LOSS)
Interest Rate Swaps

The Company utilized cash flow hedge agreements 1o manage a portion of its risks related to fluctuations in
interest rates. In March 2004, the Company entered into interest rate swaps to hedge notional debt values of $30.0
million and $10.0 million, respectively. These swaps were in effect for the period November 2004 through February 9,
2007 with fixed interest rates of 2.7%. The Company measures effecliveness of the interest rale swaps by 11s ability 10
offset cash flows associated with changes in the variable LIBOR rate associated with the Company’s credit facility
using the change in variable cash flow method. To the extent the interest rate swap is considered to be effective,
changes in fair value are recorded, net ol income tax. in shareholders’ equity as a component of accumulated other
comprehensive income (loss). To the extent the instrument is considered ineflective, any changes in fair value relating
Lo the ineflective portion are immediately recognized in the consolidated statements ol operations as interest expense,
The interest rate swaps were {ully eflective during the years ended December 31, 2005 and 2006 and until their
expiration in February 2007,

The lair value of the Company s interest rate swap agreements represents the estimated amount the Company
would receive or pay Lo lerminate the interest rate swap agreements taking into consideration the difference between
the contract rate ol interest and rates currently quoted for an agreement of similar term and maturity. The fair value of
the interest rate swap agreements represented an asset of approximalely S0.3 million at December 31, 2006 and had no
value as of December 31, 2007, as they had expired in February 2007, In 2003, 2006, and 2007, (he Company had no
reclassification adjustments for net charges included in net incoime, because all changes in the fair value of the
contracts were reflected as adjustments to other comprehensive income, net of taxes.

The Company recognized approximately $0.1 million, $0.9 million, and $0.3 million respeclively, in reduced
interest expense related to the interest rate swap agreements within its consolidated statements of income in 2005,
2006, and 2007 respectively.

Commoditey Contracts

The Company enters into commodity contracts to hedge its cash received from the sale of old corrugated
cardboard (*OCC™). The notional amounts hedged under these agreements represent approximately 52% ol the
Company’s expected volume for 2008, The fair value of the Company’s commodity contracts was obtained fron 4
dealer quote. This value represents the estimated amount the Company would receive or pay lo terminate the
commodity contracts. taking into consideration the difference hetween the contract value of the OCC volume and
values currently quoted for agreements of similar term and matunity. The fair value of the comumodity agreements
represented a liability of approximately $0.2 million and a liability of $1.4 million at December 31. 2006 and
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December 31, 2007, respectively. In 2006 and 2007, the OCC contracts were not designated as accounting hedges. The
Company recognized 50.6 million and 51.2 million of loss as service revenue lor changes in the fair value of the OCC
contracts within its consolidated statements of operations for the years ended December 31, 2006 and 2007,
respeclively.

The Company has used healing o1l option agreements to manage a portion of ils exposure Lo fluctuations in diesel
fuel oil prices. To date, such agreements have not been significant to the Company’s financial condition and results of
operations. The [air value of the Company’s fuel commodity contract was obtained from a dealer quote. This value
represenis the estimated amount the Company would receive or pay to terminate the commodily conltracts, laking mio
consideration the difference between the contract value ol the fuel volume and values currently quoted for agreements
ol similar term and maturity. The [air value of the agreement represented an assel of approximately 52,000 and $85,000
at December 31, 2006 and 2007, respectively. The Company recognized $0.2 million, $0.3 million and $20,00¢ in
income for changes in the fair value ol the fuel contract within ils consolidated statements ol operations for the years
ended December 31, 2003, 20006, and 2007 respeclively.

RELATED PARTY TRANSACTIONS

Lonnie C. Poole, 111, the Company’s Vice President, Corporate Development, 1s a member of a limited liability
company that owns the building in Raleigh, North Carolina in which the Company leases its headquarters office space.
The lease was entered into in June 1999 with a term of 10 years. Rental expense related to this lease was approximately
$587,000, $675.000, and 5723,000 for the years ended 2005, 2006 and 2007, respectively, and 15 included i selling,
general and administrative expenses. Managemenl believes that the lease is on lerms comparable to those with
unrelated third parties.

Prior to June 2005, the Company provided ofTice space and administrative services lo a company owned by
Lonnie C. Poole, Jr., the Company’s founder and Chairman of the Board of Directors. The amount billed for such
services was 52,000 {or the year ended 2005, As ol June 1, 2003, the Company no longer provided olfice space and
administrative services 1o Mr. Poole’s company.

The Company leases aireraft {rom time to time from two companies, one owned by Lomnie C. Poole, Jr., the
Company's Chairman, and one owned in part by Lonnie C. Poole, LI, the Company’s Vice President, Corporate
Developmeni. The amounts paid o these companies {or rental of such aircraft for the years ended Decernber 31, 2005,
2006 and 2007 were approximaltely $1.400, $3,300 and $900, respectively. 1o the company owned by Lonnie C. Poole.
Jr., and $50,000, $16.000 and $43.,000, respectively, to the company partly owned by Lonnme C. Poole, 111
Management believes that the lease terms are comparable 1o those with unrelated third parties.

In September 2007, the Company purchased three pick-up trucks for approximately S16,000 [rom a limiled
liability company in which Mr. Lonnie C. Poole, 111, the Company’s Vice President, Corporate Development, 1s a
manager. The trucks will be added to the Company’s support service fleet. Management believes the transaction was
executed on terms comparable 1o those with unrelated third parties.

Lonnie C. Poole, 111, the Company’s Vice President, Corporate Development, Carole Poole, the wile of the
Company's Chairman, Lonme C. Poole Ir., and Scott 1. Poole, the son of Lonnie C. Poole, Jr., are members of a
limited liability company that operates a fuel and convenience retail operation from which the Company from time to
time has purchased fuel. The amount paid to this company for fuel tor the years ended December 31, 2005 and 2006
was approximately S600 and SO, respectively. Management believes the Company paid the same prices for the {uel as
was paid (o third parties. In 2006, the fuel and convenience retail operations were sold to various unrelated third
parlies.

In January 2003, the Company purchased approximately 3.8 acres of property adjacent (o its Newport, North
Carolina operation from Property Management Group Partnership (“PMG Partnership™) for approximately S140,000
lor the purpose ol expansion. PMG Partnership is comprised of three partners, two of whom are Lonnie C. Poole, Jr..
Chairman of the Board of the Company, and Jim W. Perry, President and Chiel Excculive Officer of the Company. The
Company oblained a third party appraisal prior to the purchase. Management beheves that the transaction was executed
on lerms comparable to those with unrelated third parties.

In January 2003, the Company’s Chairman. Lonnie C. Poole. Ir., purchased from the Company two life insurance
pulicies which he previously assigned to the Company in connection with the settlement of prior loans. To purchase
one of the policies. Mr, Poole trunsferred to the Company 17,617 shares of the Company s common stock with an
approximate value of $219.500 and the Company subsequently cancelled such shares. The purchase of the other policy
was seltled in cash for 166405, The aggregate consideration value of S385.905 was the cash value of the policies on
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September 30, 2004, the valuation date delermined in accordance with the Board’s approval of the transaction. The
Company recognized a loss of approximately 540,400 related to the sale of these policies.

In 1998, the Company was offered the opportunity to purchase two tracts of land that had potential as a regional
solid waste disposal facility. The Company had been looking lor a land{ill site and this land was one of several sites the
Company was considering. The owners of the land were unwilling to extend a purchase option for a period long
enough to enable the Company to determine the feasibility of the sile as a regional solid waste disposal facility and 10
obtain the necessary franchise from the county in which the landfill would be located and permits from the state in
which the landfill would be located. The Company’s general practice is not 1o acquire property for which it does not
have a plan for development in the shorl-term and for which it has not obtained, to the extent practicable, a site
suitability determination and the necessary franchise and permits. Rather than forego this potential opportunity,
management delermined that it was in the Company’s best interest for an unrelated third party to purchase and hold the
land until such time as the Company was able to develop a plan and oblain a site suitability determination and 4
franchise and permits for the landfill. After management was unable to identify a third party willing to undertake this
endeavor in the very little time available, a limited liability company (“LLC™) owned by a trust controlled by Lonnie C.
Poole, 111, the Company’s Vice President, Corporate Development, and Scolt J. Poole, sons of Lonnie C. Poole, Ir., the
Company’s Chairman of the Board of Direclors, purchased the land in December 1998, This LLC was purchased by
Lonnie C. Poole, Jr. in 2005. As is customary for the Company when evaluating disposal sites, the Company incurred
normal engineering, legal, marketing, consulting and other due diligence expenses to determine site feasibility, but the
Company had no obligation to purchase the site. These costs of acquiring and carrying the site were borne entirely by
the LLC. The Company incurred no costs in 2005 or 2006. In June 2006, the Company entered into a 25-year conlract
with Wake County to build and operate a regional landfill in Holly Springs, North Carolina that is scheduled 1o open in
early 2008, As a result, the Company does not need another location for a landfill in the greater Raleigh, North
Carolina area for the foreseeable future and informed the LLC that it is nol interested in purchasing the property. The
LLC sold the land in 2007 1o an unrelated third party.

From 2000 through 2003, the Company sponsored a split dollar life insurance plan that was available (o key
employees, which plan is discussed in Note 12, Benefit Plans. Lonnie C. Poole, 111, the Company's Vice President,
Corporate Development. and Harrell J. Auten, the Company's Vice President. Sales and Marketing, participated in the
plan. Under the plan. the Company paid all of the premiums on life insurance policies owned by Mr. Poole and
Mr. Auten, Because each executive was taxed on a portion of each year's premium, the executive was required Lo repay
only the premium amount that was not taxed. Each executive officer collaterally assigned his policy to the Company 1o
secure the repayment of this portion of the premium payments. The Company s payment of the premiums on the split
dollar life insurance policies could be viewed as loans 1o the executives. Beginning in July 2002, the Sarbanes-Oxley
Act prohibits loans to directors and executive officers of the Company, but the premium payments on the policies
owned by Mr. Poole and Mr. Auten were inadvertently continued by the Company after July 2002. Mr. Poole has been
an executive officer of the Company since the arrangement began, and Mr. Auten has been an executive officer since
2005. Upon identification of the Joan issue in December 2003, the Company discontinued the premium payments
elfective December 31, 2005 and requested repayment of the portion of the premiums due the Company. The Company
also discontinued the split doilar life insurance plan effective December 31, 2005. At December 31, 2005, the sum ol
the premium payments owed by Mr. Poole 1o the Company was approximately $121.000 and the sum ol the prermim
payments owed by Mr. Auten to the Company was approximaltely $52.000. In exchange for rights and benefits
surrendered by the executives under the discontinued split dollar life insurance plan, the Company paid Mr. Poole
approximately S130.000 and Mr. Auten approximately $44,000 in June 2006. As of June 30, 2006, Mr. Poole and
Mr. Auten had repaid the Company all amounts due the Company for the life insurance policies. After receiving these
payments. the Company released its collateral assignment vights under the policies to Mr. Poole and Mr. Auten.

BENEFIT PLANS

401(k) Profit Shaving And Retivement Plan—The Company has a 401(k) Savings and Retirement Plan and Trust
for the benefit of its full-time employees who have more than one year of service and are over 21 vears of age.
Employee contributions made under this 401(k) pre-tax contribution plan are matched by the Company with certain
restrictions. The Company’s matching contributions to the 401(k) plan were approximately $0.9 million, SC.9 million.
and SL.1Tmillion for the years ended December 31, 2005, 2006 and 2007, respectively. Contributions by the Company
arc included in operating costs and expenses in the accompanying consolidated stalements of operations.

Self-insured Medicol and Dental Plan—The Company has a sel(-insured plan for employee medical and dental
benefits. The plan covers all full-time employees of the Company beginning on the 91st day of employment. The
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Company pays a portion of the expenses for its employees and their dependents and withholds from enployees’ wages
additional amounts to offset a portion of the cost of these benelils. As claims are processed, the third-party plan
administrator requests reimbursement funds from the Company. The Company maintains stop loss coverage for the
plan at S150.000 per claim, per year. The Company s total costs, net of employee contributions, relating to the plan
(including premiums paid, claims paid, and fees) for the years ended December 31, 2005, 2006 and 2007 was
approximately $5.5 million, $5.2 million and $4.9 million, respectively.

Deferred Compensation Plan — The Company has a deferred compensation plan available to key employees. For
the period from 2000 Lo 2005, a participant could elect to defer up to $20,000 of annual cash compensation under the
plan. Beginning in 2006, a participant may elect to defer up to 100% of annual cash compensation. The Company may
increase the amount of the deferral credited under the plan by an amount that is based upon the deferral amount (the
“matching amount™) and by an amount that is a percentage of compensation established by the Company (the
“nonelective amount”). The combined Company mateh of 65% for compensation deferred into the deferred
compensation plan and 401K plan may not exceed 6% of the participants® compensation. The Company has not
awarded a nonelective amount. Amounts deferred prior to 2006 are credited with a fixed rale of increase of 6% per
year. Amounts deferred in 2006 and thereafter will be credited with a rate of increase at the same rate as the rate of
earnings credited under a “rabbi trust” established by the Company. The amounts deferred by the participants are fully
vested. The Company's malching and nonelective amounts are vested at 20% after two years of service, with vesting of
20% each year thereafler. Payments will be made in an amount equal to the parlicipant’s deferrals, matching amounts,
and increases at a lime elected by the participant in accordance with rules set by Section 409A of the Internal Revenue
Code of 1986,

The Company recorded a deferred compensation Hability of approximately $0.8 million and $1.4 million at
December 31, 2006 and December 31, 2007, respectively.

Split Dollar Life Insurance Plan — From 2000 through 2005, the Company sponsored a split dollar life insurance
plan available 1o key employees. The split dollar life insurance plan was discontinued effective December 31, 2005,
Under the plan, the Company paid the premiums on the life insurance policies of the participating employees. The
untaxed portions of the premium payments made by the Company were subject 1o repayment by the employees. which
repayment was secured by a collateral assignment of the life insurance policies w the Company. No premiums were
paid by the Company afler 2005. At December 31, 2005, approximately $276.000 of untaxed advanced premiums
relating 1o key employees were reflected on the Company’s consolidated balance sheels as current receivables. The
3276,000 was repaid in 2006,

CoMMITMENTS AND CONTINGENCIES

Certain claims and lawsuits arising in the ordinary course of business have been filed or are pending against the
Company. In the opinion of management, all such matters have been adequately provided for, are adequately covered
by insurance, or are of a nature that il disposed of unfavorably. would not have a material adverse effect on the
Company’s (tnancial position or resulls of operations.

in addition, the Company has identified the following matters which could have a material impact on the
Company’s linancial position or resulls of operations:

The City of Chesapeake, et al v. Camden Connty, et al, Superior Conrt of Camden County, Docket No. 05 CFS
93

Black Bear Disposal, LLC {“Black Bear™). one ol the Company's wholty owned subsidiaries. entered into a
Franchise Agreement with Camden County, North Carolina, effective November 4, 2002. The Franchise Agreement
gives Black Bear the exclusive right to build and operate & municipal solid waste land(ill in the County, on a tract of
approximately 1.000 acres. On November 3. 2003, the City of Chesapeake. Virginia, 13 individuals and a limited
partnership alleging (o own property in the vicinity of the proposed landfill, and the Camden Citizens Action Leaguc,
Inc. filed suit in Camden County Superior Court against Camden County, the Board of Commissioners of Camden
Ceunty. the five Camden County Commissioners and the County Manager in both their official and individual
capacities, and Black Bear. In their complaint. the plaintiffs seek a number of judicial determinations, including a
declaration that the Franchise Agreement and underlying Franchise Ordinance are void, that certain prerequisites (o the
approval of the Franchise Ordinance and execution of the Franchise Agreement were not met. and that certain
prerequisites to Black Bear’s permit application to the North Carolina Department of Environment and Natural
Resources ("DENR™) were not met. The delendants, including Black Bear. {iled Motions 1o Dismiss, Answer,
Affirmative Defenses and Counterclaims on January 19, 2007, moving to dismiss the plaintifls’ complaint on the basis
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‘ of the applicable statutes ol limitation, the failure Lo join a necessary parly, lack ol subject matler and personal

' } Jurisdiction, sovereign and governmental immunity, lack of standing, and the failure to exhaust administrative

‘ remedies, denying many of the factual allegations of the plaintiffs” complaint, and raising as alfirmative delenses the

} applicable statutes of limitation, the terms of a November 22, 2004 Nondisclosure Agreement between the Company
i‘ and the Southeastern Public Service Authority of Virginia ("SPSA™), in which SPSA, for itsel{ and its members

a (Chesapeake is & member of SPSA), had agreed not to interfere with or oppose the Company’s plans for a landfill in
i Camden County, and the doctrines of estoppel, waiver, release, sovereign, governimental and legislative immunities,

| | laches, and the failure 1o exhaust administrative remedies. The defendants’ counterclaims included claims that the

‘ plaintiffs had tortiously interfered with Black Bear’s Franchise Agreement, that Chesapeake had breached the
Nondisclosure Agreement, and that Chesapeake had misused Black Bear’s conflidential information in violation of the
Nondisclosure Agreement and the North Carolina Trade Secrets Protection Act. In the counterclaims, the delendants,
including Black Bear, sought the damages suffered as a result of plaintif(s’ tortious interference, and Chesapeake’s
breach of the Nondisclosure Agreement and misuse ol confidential information, including damages in excess of

: 53,000,000 per year for any delay in the opening of the proposed landfill. The plaintiffs filed Motions to Dismiss,

ik Strike, Separale Claims, Answer, Affirmative Defenses and Motion to Amend Complaint in response to defendants’ z
counlerclaims, arguing that the counterclaims should be dismissed or stricken, or, in the alternative, separated for trial.
and that plaintiffs should be given leave (o amend their complaint 1o add the Company as a party, given the Company’s
agreement to be considered a co-permittee on the landfill, with Black Bear.

Black Bear's and the County defendants’ Motion to Disnuss the plantffs® claims came on [or hearing on
April 24, 2006, as did Chesapeake’s and the other plaintiffs’ Motions to Dismiss the defendants’ counterclaims. The
Court denied Black Bear's, the County defendants’ and Chesapeake’s Motions to Disimiss, while granting the
remaining plaint{fs’ Motion to Dismiss Black Bear’s and the County defendants” counterclaims. As a result, the
plaintiffs’ challenges to the Franchise Ordinance and Franchise Agreement remain pending, as do Black Bear’s and the
County defendants’ counterclaims against Chesapeake. PlaintilT"s Motions to Strike, Separate and Amend were not
reached by the Court and remain pending.

The malter 1s now in discovery on the plamtiffs” claims and the defendants” counterclaims, mcluding written
! discovery and the depositions of the various party and third-parly wilnesses. The defendants anticipate renewing the
1 ‘ arguments underlying their Motion 1o Dismiss in a Molion for Summary Judgment at the close of discovery.

1" the plainti{Ts succeed in this matter, Black Bear would have Lo re-negotiate the Franchise Agreement or re-
apply for a [ranchise with the County and/or re-submit and/or amend its request for a site suitability determination to
DENR in order to develop the landiill. The Company inlends (o vigorously defend this matler and pursue these and any
other potential counterclaims against the plaintifTs.

Pursuant to the Franchise Agreement, Black Bear has agreed 10 indemnify the County, its oflicers, employees
and agents, which would include the County Comimissioners, against all claims arising out of the Franchise Agreement.
As a result, Black Bear is liable for the expenses ol and any damages or other awards ultimately determined against,
those defendants.

{ The Franchise Agreement gave Black Bear until November 4, 2007 to open the landfill. Given the litigation

#" brought by Chesapeake and passage of the moratorium {discussed below}), the County on April 16, 2007 adopted an
Ordinance authorizing a ltve-year extension on the November 4, 2007 date in return {or consideration 10 the County
totaling S450,000. which was paid through a transfer of property. In accordance with the Ordinance, the County, the
Company and Black Bear entered into an Amended and Restaled Franchise Agreement, efTective April 16, 2007,
pursuant 1o which they also agreed that the service area will be decreased to include only the states of North Carolina.
Virginia. Marvland, New lersey, New York, Connecticut and Massachuselts, and the estimated life of the landfill is 27
vears {based on an assumed volume of waste of 10,000 tons a day). The Amended and Reslated Franchise Agreement

| may need to be modilied to address issues raised in the Chesapeake litigation.

i - . . . . -

; In July 2006. the North Carolina legislature enacted a onc-year moratorium on permits lor new landfills. The

i moratorium ran from August 1, 2006 to August 1. 2007, The [egislation that imposed the moratorium also required the
" Environmental Review Commission. with the assistance of the Division of Waste Management of the DENR, 1o study ways
| | 1o reduce the amount of solid waste disposed of in North Carolina and measures concerning, among other things, linancial

| responsibility requirements, lranchise and local government requirements, and siting. design and operational requirements for
solid waste landfills in the state.

As a result of those studies, on August 2, 2007, the North Carelina legislature approved legislation that regulates new
Landfills. The Taw prohibits a new land (U frem being construeted within five miles of a national wildlife refuge. two miles of
a state park or one mile ol a state game land. The new legislation also requires any landfill to be set back av least 200 fect
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from streams, as opposed to the prior 50 foot requirement. The Black Bear landfill site is within approximatcly 3,500 feet of a
national wildlife refuge. As part of the Company’s continuing analysis of the impact of the new legislation on the Black Bear
project. the Company filed a legal challenge to the new legislation as applied (o the Black Bear project (discussed below),

If, as a result of the legislation, the landfil] cannot be constructed as planned, the Company woulkd have ta charge off
that portion of the project’s book value that exceeded its fair value. Fair value would include any reimbursement that the
Company expects lo receive from the state, as discussed below. At December 31, 2007, the book valuc of the project was
approximaltely §14.0 million, including approximately 8§9.1 million in land purchase costs. While such an impairment charge
would not have a material adverse effect on the Company’s cash flows. it could have a material adverse impact on its
carnings for the period in which the charge is taken. Due 1o the passage ol the legislation, the Company performed an
impairment test as required by SFAS No. 144 by comparing the probability-weighted cash flows from alternative courses of
action to the carrying value of the Black Bear project and determined that no impairment was indicated.

The new legislation provides thal companics that had pending land{ill applications as of August |, 2007 and whose
landlills are impacted by the seiback provisiens in the new legislation can apply for a reimbursement of the reasonable costs
of the preparation of the application incurred prior to August 2006, including site plans, engineering and construction plans.
geologic and hydrologic investigations and closure and post-closure plans, The reimbursement funds would come from a tax
imposed by the legislation of $2.00 per ton on all solid waste disposed of in North Carolina landfills, beginning on July 1,
2008. On December 18, 2007, the Company applied (o DENR for the reimbursement of $13,612,554 in costs related (o the
Black Bear project pursuant to the terms of the legislation. By letter dated February 22, 2008, DENR contacted the Company
secking additional information and documentation for certain of the expenses for which reimbursement is sought, and the
Company is working to provide the requested information and documentation, DENR has not yet provided an estimated
tumeframe for a decision on the Company’s requesied reimbursement.

On December 3, 2007, the Company [iled a Complaint against the State of North Carelina and DENR in the Superior
Court of Wake County, North Carolina, challenging application of the legislation to the Black Bear project. The Company
believes that applying the Tegislation (o the Black Bear project violates the contract, interstale commerce. equal prolection
and due process clauses of the United States Constitution, the corresponding clauses of the North Carolina Constitution and
the Company’s cammon law vested rights, The defendants filed an Answer to the Complaint on February 1, 2008, denying
all of the Company’s claims. The Company served discovery requests on the detendants, to which the defendants have
responded. On February & 2008, the defendants filed a Motion to Dismiss and Motion for Judgment on the Pleadings on the
following grounds: lack ol standing: the session Jaws at issue do not violate any provision of the North Carolina or United
States Constitutions; the doctrines of waiver and estoppel; lack of arbitrary and capricious conduct; lack ol interference with
a vested right; and lack of entitlement 1o a writ of mandamus. The Company’s motion to dismiss the hearing (which had
been scheduled for March 24, 2008) on the defendants’ motions to dismiss was granted and the defendants” motions have
been re-scheduled Tor hearing during the week of May 3, 2008. The Company will vigorously oppose the defendants”
metions (o dismiss. 1 the motions are denicd. the Company plans 10 proceed with depositions and additional discovery to
support its claims in the case.

The Company s reviewing all other options and remedies available to it 1o either continue developing the Black Bear
landfill or recover its investment in the project.

David Shaev Profit Shaving Aceount fihio Nora Vides on behalf of itself and afl others simifarly sitwared v, Wasie
fudusiries USA, Inc., Lonnic C. Poole, Jr., Jim W, Perrv, Pawl . Hardiman, Glenn E. Futrell, and James 4. Walker

On December 21, 2007, the Company received notice of a complaint filed against it and other defendants on
December 19, 2007 in the Superior Court of Wake County, North Caroling, The plaintifT claims to have been a sharcholder of
the Company at all relevant times cited i the complaint. The lawsait names as defendants the Company and its five directors.
Lonnic C. Poole, Jr. Jim W. Perry, Paul F. Hardiman, Glenn L. Futrell and James A. Walker.

The lawsuit alleges that the Company s directors breached their fduciary duties to the Company’s sharcholders by,
among other things. engaging i improper, unfair dealing and wronglul and coercive conduct in approving the agreement and
plan of merger. dated December 17, 2007, among the Company, Marlin HoldCe 1P, a Delaware limited partnership
("“HoldCo™). and its wholly owned subsidiary, Marlin MergeCo Inc., a North Carolina corporation (*MergeCo™) that
governs the proposed going private transaction discussed in Footnote 1. Pursuant o the terms of the merger agreement,
MergeCo will merge with and into the Company, and, as a result, the Company will continue as the surviving
corporation and a wholly ewned subsidiary ol HoldCo. HoldCo s owned by an investor group led by Lonnie C. Poole,
I the Company’s founder and Chairman, and Jim W, Perry, the Company’s President and Chiel Executive Officer,
and financial partners MIP Waste Holdings, L.P., an afliliate of Macquarie [nfrastructure Partners. and GS Direct.
LLC. an affiliate of Goldman. Sachs & Co.
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The plainuff secks class action designation for the lawsuit, certilying the plaintiff as the class representative,
enjoining the proposed merger, awarding plamtfT the costs and disbursements related 1o the lawsuit, including
atlorneys and [inancial expert fees, and such other reliel as the Court deems just and proper.

Although ne assurances can be made with respect to any litigation, the Company believes all of the allegations of
wrongdoing in the complaint io be without merit and denies any wrongdoing. In addition, the Company has been
| advised that the other defendants named in the complaint believe all of the allegations of wrongdoing in the complaint
! to be without merit and deny any breach of duty to or other wrongdoing with respect to the plaintiff and any plaintif{
i class. should one be designated.

H On January 31, 2008, the plaintiff {iled a voluntary disnussal, without prejudice, of all claims asserted in the
complaint. However, because a putative class action may not be dismissed without approval of the court, the voluntary
dismmssal (iled by plaintiff on January 31, 2008 15 mool. On February 12, 2008, the parties submitled a proposed

] stipulation and order of voluntary dismissal 10 the Court for consideration. On February 22, 2008, the Court sent a

|

i

nolice ol hearing o advise that at | 1:00 a.n. on March 11, 2008, it will hear the parties on the proposed stipulation and
order of disnussal.

The parties allended a hearing in the North Carolina Business Court on March 11, 2008 to answer questions from
the Judge relating to the joint stipulation ol dismissal tendered by the parties 10 the court. The Judge asked the parties to
submit some additional data to the court and counsel submitted that information on March 12, 2008. The parties are
now awaiting a formal ruling from the court regarding whether it will approve dismissal of the putative sharcholder
action and, il so, on whal terms,

Other

The Company has unconditional purchase obligations for 2007 ol approximately S8.7 million primarily related 1o
collection vehicles and landfill equipment.

| At December 31, 2006 and 2007, the Company had irrevocable letters of credil totaling approximately 559.9
million and $56.3 million, respectively. According 1o the terms of the S200 million Bank ol America facility, the
availability of funds on that facility is reduced by the outstanding borrowings and letiers ol credit. At December 31,
2006 and 2007, no amounts were drawn under the outstanding letlers of credit.

‘ The Company is leasing a transfer station in Georgia for approximately 817,100 per month that it will be
M obligated to purchase at the end of the lease term (July 31, 2010) lor an additional S1.5 million, provided that the lessor
g satis{ies an environmental remediation contingency.

g

} 14, STOCK-BASED COMPENSATION PLANS

E 1997 Stock Option Plan

] Prior to May 30, 2007, the Company had a stock option plan (the “1997 Stock Option Plan™ whereby a total of
|

1,800,000 shares of common stock were reserved for issuance. The 1997 Stock Option Plan provided for grants of
“incentive stock options,” within the meaning of Section 422 of the Internal Revenue Code ol 1986, as amended (the
“Code™). 1o employees (including officers and employee directors). and the 1997 Stock Option Plan also provided for

i grants of non-statutory stock options to employees, non-employee directors and consultants. The 1997 Stock Option
Plan also allowed for the grant of stock purchase rights. The 1997 Stock Option Plan was administered by the
Compensation Committee of the Board of Directors. Stock options granted under the 1997 Stock Option Plan generally
had a term of five years from the date of grant and vested over periods determined af the date of grant. typically

, straight-line over lour years. The exercise prices of the oplions were determined by the Company's Board of Directors
: and were at least 100% of the [air market value of the Company’s common stock on the date of grant. The 1997 Stock
il Option Plan terminated in April 2007 in accordance with its terms.

2007 Long Term Incentive Plan

il On March 20, 2007, the Company’s Board of Directors adopted the Waste Industries USA, Inc. 2007 Long Term
‘ Incentive Plan (the “2007 Plan™) which was approved by the Company s shareholders on May 30. 2007, The 2007 Plan
replaces the 1997 Stock Option Plan. All outstanding awards under the 1997 Stock Option Plan, however, wilt remain
in efiect. subject 1o their respective termination dates. The 2007 Plan reserves 1,300,000 shares ol common stock for
issuance. The 2007 Plan is administered by the Compensation Committee of the Company’s Board ol Directors or such
other committee as the Company’s Board of Directors may designate in the luture.
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The 2007 Plan provides for the grant of the following types of awards, which may be granted either alone or in
tandem with, or in addition to, any other award permitied 1o be granted under the 2007 Plan:

. Options intended to qualify as incentive stock options under Section 422 of the Code:
. Nonqualified stock options;

. Stock appreciation rights;

. Restricted stock;

. Deferred stock awards; and

. Performance awards.

Stock Options
SFAS No. 123R

Prior to January 1, 2006, the Company accounted for options issued under the 1997 Stock Option Plan under the
recognition and measurement provision of APB Opinion No, 25, Accounting for Stock Issued to Emplovees, and related
interpretations, as permitied by SFAS. 123, dccounting for Stock-Based Compensation. The Company did not
generally recognize stock option expense in its condensed consolidated statements of operations.

As a result of the adoption of SFAS No. 123R | dcconnting for Stock-Based Compensation (us revised in 2004},
on January 1, 2006, the Company’s results for the year ended December 31, 2007 include stock-based compensation
expense relating to stock options and deferred stock awards of approximately S0.6 million. The Company’s results {or
the year ended December 31, 2006 include stock-based compensation expense relating to stock options of
approximately $0.5 million. These amounts are included within selling, general. and administraive expenses on the
condensed conselidated statements of operations. Options are primarily incentive stock options and typically vest over
a period of four years with a five-year contractual life. Dividends are not paid on unexercised options,

As of December 31, 2007, there existed approximately S0.7 million ol unrecognized compensation costs related
to stock options, which are expecled 1o be recognized over a weighted average period of 2.0 vears.

As of December 31, 2007, no stock options had been granted under the 2007 Plan.

-
.
1
th




WASTE INDUSTRIES USA, INC.
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A summary of the stalus of options granted under the 1997 Stock Option Plan as of December 31, 2005, 2006
and 2007 and changes during the years ending on those dates is as follows:

Outstanding as ol January 1, 2005
Granted

Forfeitures

Exercised

Oulstanding as of December 31 2005

Granted
Forfeitures
Expired
Exercised

Oultstanding as of December 31, 2000

Granted
Forfeilures
Expired
Exercised

Qutstanding as ol December 31, 2007

Vested and unvested expectled to vesl as ol

December 31, 2007

Exerciseable as of December 31, 2007

Weighted Average

Weighted
Average
Remaining

Exercise Contractual

Shares Price Life{in vears)
728,625 S 0.09
136,380 14.19
(27,330) 922
(253.277) 8.01
584,398 10.74
90,468 21.82
(26,939) 11.65
(6,285) 10.22
(222,733) 8.55
418.909 14.24
35462 27.98
{5.315) 10.09
{50,000) 17.88
(198,036} 12.06

201,020 S 18.01 2.70

195,525 S 18.08 271

57,735 ) 13.93 2.04

Aggregate
Intrinsic Vilue

{in thousands}

S 3677
S 3,362

S 1.291]

The total intrinsic value ol options exercised during the years ended December 31, 2005, 2006 and 2007 was
approximately 51.5 million, $2.6 million and 53.3 million, respectively.
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The following table summarizes cerlain information about stock oplions outstanding under the 1997 Stock
Option Plan and exercisable at December 31, 2007;

Options OQutstanding

Weighted
Nunther of Weighied Average Aggregate
Options Average Excrcise Inirinsic
_R:mgc of Exercise Prices Quistanding Life (1) Price Vilue
56.30-510.72 39,44 0.2 §1022 § 1,029
S11.79-517.88 65,669 0.7 13.95 1,468
§21.02-530.16 95,910 1.7 27,74 1,180
201,020 2.7 18.01 S 3677

Options Exercisable

Weighted

Number of Weighted Average Aggrepate
Options Average Exercise Intrinsic

_Rnngl‘ of lxercise Prices QOutstanding Life (1) Price Value
56.30-510.72 26,5306 1.6 S 1317 § 698
SIL.79-516.78 19,422 4.6 13.88 435
S17.88-823.12 11,777 3.5 22.93 158
57735 2.0 1393 § 1,29]

{1) Inyears

Cash received rom oplion exercises for the vears ended December 31, 2005, 2006 and 2007 was approximately
$2.0 million, S1.9 million and $2.4 million, respectively. and 18 shown as [inancmg cash inflows in the Company’s
consolidated statements of cash flows.

Deferred Stock Awards

As of December 31, 2007, only deferred stock awards had been granted under the 2007 Plan. Deferred stock
awards issued under the Company’s 2007 Plan require the Company to deliver shares of Company stock as directed by
a vesting schedule. typically one-third after three vears from the grant date. one-third afier year four, and the remaining
one-third after year five. Dividends do not accrue on the nonvested shares and settlement in cash is not currently
allowed.

A summary of the Company’s nonvested shares issued under the 2007 Plan as of December 31, 2007, and
changes during the yvear ended December 31, 2007 is as follows:

Weighted

Average

Grant-Date
Nanvested Shares Shires FFair Value
Nonvested as of January, 2007 ..o e e . ) —
ITATIEA e e et e e et e s st e e et e st e e s sb b e e e s ibbe e e e 34,599 31.78
WOSIEU e et e et — —
FOPTEIIEA oo e (2,113) 31.78
Nonvested as of December 31, 200 e er e e 32.486 S 3178
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As of December 31, 2007, there was approximaltely $0.9 million of total unrecognized compensation cost related
to nonvesled share-based compensalion arrangements granted under the 2007 Plan. That cost s expected Lo be
recognized over a weighted-average period of 4.9 years. No delerred stock awards were vesled al December 31, 2007,

As of December 31, 2007, the Company had approximately 1.6 million options available for future issuance
under the 2007 Plan, including the shares issuable under outstanding options granted pursuant to the 1997 Stock Oplion
Plan.

Stock

The Company pays a portion of its directors” fees with stock. Directors’ fees settied with stock are expensed as
ihe service is perlormed. The number of shares available {or settlement is based upon the closing price of the stock on
the date of payment and the cash price ol the services, For the years ended December 31, 2005, 2006 and 2007, the
Company recognized approximately $79,000, $78,000 and 5240,000, respectively, for the portion of directors’ fees
settled in stock.

MARKETABLE SECURITIES

Beginning in 2006, the Company purchased marketable securities and placed them in a “rabbi trust”™ for ifs
deferred compensation plan (see Note 12). The markelable securities are classified as trading securities and their fair
value 1s included in “Other noncurrent assets™ in the Company’s consolidaled balance sheet at December 31, 2007,
Changes in the fair value of the assets are recerded as investment income or loss. Cash flows from purchases, sales and
malurities of lrading securities are reported within cash flows from operating activilies. The Company recognized
approximately $38.000 and S112,000 in unrealized gains within its consolidated statement of operations for 2006 and
2007, respectively, for changes in fair value of these securities.

SUBSEQUENT EVENTS

In February 2008, the Company acquired a hauling company in Tennessee for approximately 4.0 million in cash
1o expand its presence in the Nashville, Tennessee market. The Company is in the process ol allocating the purchase
price Lo the assets acquired.
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17.  QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
The following table summarizes the unaudited consolidated quarterly results of operations for 2006:
FIRST SECOND THIRD FOURTH
QUARTER QUARTER QUARTER QUARTER
n (In theusands, except share and per share data)
Toli] TEVENUES: eveii it S 79,146 S 82,599 S 84,68] S 81,119
Gross Profill S 27418 S 28,127 S 29,161 S 31,124
Income from conlinuing Operalions: ... S 3,361 5 4512 S 3,887 S 5229
Earnings iTom continuing operations per share:
BASIC. i e ) 0.24 S 0.33 S 0.28 S 0.37
DATUted: e ) 0.24 5 0.32 ) 0.28 S 0.37
INET TTICOITIE. 1ttt r et e b e s b e e e s e e be e e e e bans S 3390 S 6,762 S 3,753 S 5376
Earnings per share:
BHSIC! v e e e S 0.25 S 0.49 S 0.27 5 0.39
DAL Lo S (.24 S 0.48 S 0.27 S (.38
1 .
Weighted average number of shares outstanding:
BASIC oo e 13,761 13,857 13,910 13.951
DHIUIR e 13911 14,029 14,072 b4,145
h The following table summarizes the unaudited consolidated quarterly results of operations in 2007:
FIRST SECOND THIRD FOURTH
QUARTER QUARTER QUARTER QUARTER
(I thousands, exeept share and per share duta)
T E ] I e A TR 5 81,286 S 86,138 S BY.586 S RB4.658
GTOss PrOLTE e e S 31,354 S 31,624 S 31.625 S 30430
Income {Tom conlinuing OPerations: ..., 5 5434 S 6,080 S 6914 S 5100
Earnings from contlinuing operations per share:
BB IC e e S 039 S 0.43 S 049 S 036
DHIIEA: e S 038 S 043 S 049 5 036
INELIMCOME L e § 5581 S 6.080 S 6914 5 5106
Earnings per share:
BUSICI i S 040 S 043 S 049 5 0306
Diluted: . S 040 S 043 S 049 5 036
Weighted average number of shares outstanding:
BSIC e 13,999 14.073 14,121 14,158
Diluted .o 14,123 14,182 14,216 14,244
[-39




SCHEDULE 1l - VALUATION AND QUALIFYING ACCOUNTS

(ln Thousands)

Bulance Charges to Write-olfs/ Balance
12/31/2004 Expense Pavments 12/3172005
Allowance for doubtful aCCOUNIS. ..o S 2,259 S 2,091 S (1,579 S 2,771
Reserve for note receivable [fom customer...........ocooeeoivioi 960 — — 960
Reserve for self-INSUrance .....o.....ocooooioooeeeeeooee oo 3,406 11,482 (10,227 4,661
Balunce Charges to Write-offs/ Balance
12/31/2005 Expense Pavments 12/31/2006
Allowance for doubtful accoumts..........ooooovoivooooooo S 2.771 S 1,557 S (2,147 S 2,181
Reserve for note receivable {rom customer ... 960 — — 960
Reserve for sell-InSurance ... 4,661 12.052 (11,223) 5,490
Balance Charges to Write-olTs/ Balance
12/3172006 Expense Pavments 1243112007
Allowance for doubiful acCOUMS. .....o.ooceooooooo S 2,181 S 2,022 S (2,707 S 1496
Reserve for note receivable from customer ... 9610) — — 960

Reserve for self-Insurance ... 5,490 10,956 (9,983) 6.463




Direct and Indirect Wholly-Owned Subsidiaries of Waste Industries USA. Inc.

Black Bear Disposal, LLC
Douglasville Transfer, LLC

Duplin County Disposal, LLC

ETC of Georgia, LLC

Haw River Landco, LLC

Laurens County Landfill, LLC
Ponderosa Landco, LLC

Red Rock Disposal, LLC

Reliable Trash Service, LLC

S & S Enterprises of Mississippi, LLC
Safeguard Landnll Management, LLC
Sampson County Disposal, LLC
Sampson County Properties, LLC
Shamrock Environmental Services, LLC
TransWaste Services, LLC

Wake County Disposal, LLC
WasteCo, LLC

Waste Industries, LLC

Waste Industries Atlanta, LLC

Wasle Industries LandCo, LLC

Waste Indusliries of Mississippi, LLC
Waste Industries of Tennessee, LLC
Waste Industries Property Co., LLC
Waste Services of Decalur, LLC
Wasle Services ol Tennessee, LLC

Exhibit 21




EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Numbers 333-48609, 333-145101 and 333-145103 on
Form S-8 of our reports dated March 17, 2008 relating to (i) the consolidaled financial statements and schedule of Waste
Industries USA | Inc. and subsidiaries (which report express an unqualified opinion and includes an explanatory paragraph
relating to the adoption of Statement of Financial Accounting Standards No. 123(R), Share Based Paviment, in 2006, and,
FASB Interpretation No. 48, Accounting for Uncertainy in Income Taxes, an Interpretation of FASB Statement No. 109, in
2007), and (ii) the effectiveness of Waste Industries USA, Inc."s internal contrel over financial reporting, appearing in this
Annual Report on Form 10-K ol Waste Industries USA, Inc. for the year ended December 31, 2007,

/s/ Deloitte & Touche LLP

Raleigh, North Carolina
March 17, 2008




EXHIBIT 31.1

CERTIFICATION
[, Jim W. Perry, certify that:
l. 1 have reviewed this report on Form 10-K of Waste Industries USA, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit (o stale a

malerial facl necessary 1o make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of|
and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15{e) and 15d-15(e)) and internal conirol over linancial
reporting (as defined in Exchange Act Rules 13a-15(f} and 15d-15(M) for the registrant and have:

a.  designed such disclosure controls and procedures, or caused such disclosure controls and
procedures 1o be designed under our supervision. lo ensure that material information relating to the
registrant, including its consolidated subsidiaries, 1s made known to us by others within those
entities, particularly during he period in which this report is being prepared;

b. designed such internal control over financial reporting. or caused such internal contral over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation ol financial statements for external
purposes in accordance with generally accepled accounting principles;

C. evatuated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d. disclosed in this report any change in the registrant’s mternal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s lourth fiscal quarter in
the case ol an annual report) that has materially affected, or 15 reasonably likely to materially afTect,
the registrant’s internal control over {inancial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internat
control over linancial reporting. to the registrant’s auditors and the audit committee of the registrant’s board ol
directors (or persons performing the equivalent functions):

a, all significant deficiencies and malterial weaknesses in the design or operation of internal control
over financial reporting that are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report {inancial information; and

b. any fraud, whether or not material, that invelves management or other employees who have a
significant role in the registrant’s internal control over {inancial reporting.

Date: March 17. 2008 /56 Jim WL Perry

Jim W, Perry
President and Chiel Executive OfTicer




EXHIBIT 31.2
CERTIFICATION

I, D. Stephen Grissom, certify that:

I. I have reviewed this report on Form 10-K of Waste Industries USA, Inc.;

2. Based on my knowledge, this reporl does nol contain any untrue statement of a material fact or omit 1o state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect o the period covered by this report;

3. Based on my knowledge, the financial stalements, and other financial information included in this report, fairly
present in all material respects the financial cendition, results of operations and cash {lows ol the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and 1 are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e} and 15d-1 3{e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and I5d-15(f)) for the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidaled subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

d. designed such internal contrel over Minancial reporling, or caused such internal control over
linancial reporting 10 be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

e. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation: and

d. disclosed in this report any change in the registrant's internal control over [inancial reporting that
occurred during the registrant’s most recent fiseal quarter (the registrant’s fourth fiscal quarler in
the case of an annual report) that has materially affected, or is reasonably likely to materjally alTect,
the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting that are reasonably likely 1o adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b, any itaud, whether or not materiatl, that involves management or olher employees who have a
signilicant role in the registrant’s internal control over financial reporting.

Date: March 17, 2008 By/s/ D. Stephen Grissom

D. Stephen Grissom
Chiel Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Waste Industries USA, Inc. (the “Company”) for the period
ended December 31, 2007 as filed with the Securities and Exchange Commission on or about the date hereof (the “Report™),
the undersigned hereby certifies, pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, that, to his knowledge:

(17 The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2)  The inlformation contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company as of, and for, the periods presented in the Report.

/s/ Jim W, Perry

President and Chiefl Executive Officer
March 17, 2008




EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Waste Industries USA, Inc. (the “Company™) for the period
ended December 31, 2007 as iled with the Securities and Exchange Commission on or about the date hereol (the “Report™),
the undersigned hereby certifies, pursuant 10 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, that, te his knowledge:

(1} The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the {inancial condition and
resulls of operations of the Company as of, and for, the periods presented in the Report.

/s/ D. Stephen Grissom

Chief Financial QOfficer
March 17, 2008




